BOSTON 

PUBLIC 

LIBRARY 


^07   Duo 


■/ 


ffr^1-/^<^ 


:> 


THE  BEAL  COMPANIES 

STUDY  OF  POTENTIAL  MARKET  DEMAND 

AND  STATEMENTS  OF  ESTIMATED  OPERATING  RESULTS 

FOR  THE  PROPOSED  340-ROOM 

CUSTOM  HOUSE  INTER-CONTINENTAL  HOTEL 

BOSTON,  MASSACHUSETTS 

OCTOBER,  1990 


Bf,—^  103  Carnegie  Center 

FRTNS   &   \JO  Pnnceton.  M  0854O 

EJ-VliNC  Oi.   V_W.  Telephone  (609)  243-<X)09 

A  "■"' ?„'^^^, ,  ^_  Facsimile  (609)  243-8926 

ARTHUR  ANDERSEN  &  CO.  ^       ' 

RmJ  Esau  S«vi«s  Group 


October  29,  1990 


George  McGoldrick,  Jr. 
Vice  President 
The  Beal  Companies 
177  Milk  Street 
Boston,  MA  02109-3410 

Dear  Mr.  McGoldrick: 

We  have  completed  our  study  of  potential  market  demand  as  it  relates  to  the  proposed  340- 
room  Custom  House  Inter-Continental  Hotel  in  Boston,  Massachusetts.  Our  findings  and 
conclusions  are  based  on  interviews  with  management  of  competitive  hotels,  discussions  with 
persons  familiar  with  the  market  area,  and  other  information  obtained  during  the  course 
of  our  fieldwork. 

On  the  basis  of  our  fieldwork  and  data  collection  in  Boston,  and  subsequent  analyses,  we 
have  prepared  estimates-  of  the  potential  market  performance  of  the  subject  Inter- 
Continental  Hotel,  and  of  its  potential  revenues. and  expenses,  for  its  first  five  full  years  of 
operations  beginning  on  January  1,  1994. 

Our  study,  report,  and  estimated  operating  results  is  based  on  assumptions  and  estimates 
which  are  subject  to  uncertainty  and  variation.  Tliese  estimates  are  often  based  on  data 
obtained  in  interviews  with  third  parties,  and  such  data  are  not  always  completely  reliable. 
In  addition,  we  make  assumptions  as  to  the  future  behavior  of  consumers  and  the  general 
economy  which  are  highly  uncertain.  Therefore,  while  our  estimates  have  been 
conscientiously  prepared  on  the  basis  of  our  e.xperience  and  the  data  available  to  us,  we 
make  no  warranty  of  any  kind  that  occupancy,  rates,  revenues,  or  expenses  projected  will, 
in  fact,  be  achieved. 

We  have  included  in  our  analysis  all  future  additions  to  the  area  hotel  supply  of  which  we 
were  made  aware  at  the  time  of  our  fieldwork.  However  it  is  possible  that  during  the 
projection  period  more  hotels  could  be  built  than  have  been  assumed  in  our  analysis.  Any 
such  additions  to  supply  which  are  not  known  or  foreseeable  at  this  time  could  have  a 
material  impact  on  our  projections  and  result  in  occupancy  levels  lower  than  those 
estimated  herein. 

We  would  be  pleased  to  discuss  our  findings  with  you,  and  assist  you  in  further  development 
planning. 


i 


Very  truly  yours. 
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EXECUTIVE  SUMMARY 


Based  on  our  fieldwork  and  data  collection  in  the  downtown  Boston  lodging  market,  and 
subsequent  analyses,  we  have  reached  the  following  conclusions  regarding  the  future  market 
performance  of  the  proposed  Custom  House  Inter-Continental  Hotel  in  Boston, 
Massachusetts: 

1.  The  location,  visibility  and  landmark  status  of  the  Custom  House  Tower  and  Board 
of  Trade  Building  (131  State  Street  Building)  provide  the  proposed  Custom  House 
Inter-Continental  Hotel  with  unprecedented  market  exposure.  The  subject  hotel 
would  be  proximate  to  Logan  International  Airport  and  within  walking  distance  to 
the  Financial  District  and  Government  Center  commercial  areas.  Furthermore,  the 
subject  hotel  would  be  located  adjacent  to  Faneuil  Hall  Marketplace,  a  6.5  acre, 
upscale  tourist  and  local  pedestrian  attraction.  Over  14  million  people  visit  Faneuil 
Hall  Marketplace  each  year.  These  factors  would  make  the  hotel  attractive  to  all 
segments  of  hotel  room  demand. 

2.  The  proposed  Custom  House  Inter-Continental  Hotel  would  provide  the  marketplace 
with  a  unique  luxury  lodging  facility.  The  renovation  of  the  signature  landmark 
Custom  House  Tower  and  Board  of  Trade  Building,  featuring  historical,  archi- 
tectural, and  location  qualities  would  provide  a  spectacular  lodging  experience.  The 
proposed  Custom  House  Inter-Continental  Hotel  will  be  positioned  at  the  top  end 
of  the  market  in  terms  of  quality  and  price. 

3.  Between  1982  and  1988,  the  regional,  state  and  Boston  economy  e.\hibited  strong 
growth.  In  1989,  Boston's  economy  exhibited  a  deceleration  as  a  result  of  a 
slowdown  in  the  high-technology  and  defense  industry,  exacerbated  by  the  savings 
and  loan  crisis,  the  stagnation  of  the  New  England  real  estate  market,  and 
Massachusetts'  budget  deficit.  Despite  the  economic  deceleration,  the  demand  for 
lodging  in  the  downtown  Boston  market  has  remained  strong.  The  downtown  Boston 
lodging  market  contains  a  diverse  mix  of  room  night  demand  generators,  less 
sensitive  to  the  slowdown  of  the  regional  economy.  Based  on  Laventhol  & 
Horwath's  Ma.ssachusetts  Trend  of  Business  in  the  Hotel  Industry  year-to-date 
September  1990  figures,  the  occupancy  in  the  downtown  lodging  market  has 
increased  approximately  four  points,  over  1989. 

4.  According  to  the  Boston  Redevelopment  Authority,  there  are  currently  11,792  hotel 
rooms  in  downtown  Boston.  Based  on  our  criteria  of  location,  market  mix,  facilities. 
and  revenue  potential,  we  have  identified  five  luxury  and  one  first-class  hotel  with 
a  total  of  1,674  rooms  as  competitive  with  the  proposed  Custom  House  Inter- 
Continental  Hotel.  In  1990,  we  estimate  that  the  hotels  comprising  the  competitive 
supply  would  achieve  an  aggregate  occupancy  of  approximately  76  percent  at  an 
average  daily  room  rate  of  $179. 

5.  Our  estimate  of  future  competitive  supply,  in  addition  to  the  subject  hotel,  includes 
the  addition  of  the  proposed  335-room  luxury  hotel  at  Lewis  Wharf.  We  have  also 
included  a  currently  unidentified  300-room  addition  in  January  1996  based  on  the 

I-l 


» 


expected  strength  of  the  overall  hotel  market  in  downtown  Boston.  The  aggregate 
supply  is  estimated  to  increase  at  a  compound  annual  rate  of  5.9  percent  over  the 
period  from  1990  through  1998. 

In  1990,  the  market  segmentation  of  the  competitive  hotel  room  supply  is  expected 
to  be  as  follows:  57  percent  commercial  individual;  20  percent  group  meetings;  and, 
23  percent  discretionary  travelers.  Total  accommodated  demand  in  the  market  is 
estimated  to  increase  at  a  compound  annual  rate  of  5.3  percent  during  the  period 
1990  through  1998. 

On  the  basis  of  our  estimates  of  future  growth  in  hotel  room  supply  and  demand  in 
the  luxury  category,  we  project  market  occupancies  through  1998  as  follows: 


Market 

Year 

OccuDancY 

1990 

75% 

1991  • 

71% 

1992 

74% 

1993 

76% 

1994 

67% 

1995 

70% 

1995 

57% 

1997 

70% 

1998 

73% 

8;  ■  After  comparing  the  location,  rates,  facilities,  and  services  of  the  subject  Custom 
House  Inter-Continental  Hotel  to  the  competition,  we  estimated  the  share  of  the 
market  it  can  reasonably  be  expected  to  capture.  This  is  done  using  the  concept  of 
market  penetration;  i.e.,  market  share  captured  compared  to  share  of  supply  offered. 
This  is  expressed  as  a  percentage  of  "fair"  share  of  demand.  "Fair"' share  is 
equivalent  to  the  share  of  supply;  i.e.,  if  a  property  has  100  rooms  in  a  market  of 
1,000  rooms,  its  "fair"  share  of  demand  would  be  10  percent.  A  100  percent 
"penetration  rate"  would  indicate  that  it  is  capturing  demand  equal  to  its  "fair"  share. 

Our  estimates  of  the  subject  Custom  House  Inter-Continental  Hotel's  annual 
penetration  rates  in  the  competitive  market  are  presented  in  the  table  below. 


Estimated 

Year 

Penetration 

1994 

100% 

1995 

98% 

1996 

107% 

1997 

106% 

1998 

107% 

9.         The  resulting  occupancies  estimated  for  the  subject  Custom  House  Inter-Continental 
Hotel  are  as  follows: 
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Year 


Occupancy 


10. 


11. 


12. 
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1994 

1995 
1996 
1997 
1998 


67% 
69% 
72% 
74% 
74% 


We  recommend  the  following  room  rate  structure  for  the  proposed  Custom  House 
Inter-Continental  Hotel  in  current  value  (1990)  dollars: 


Board 

of  Trade 

Custom 

House 
Double 

Bui Idinq 

Single 

Single 

Double 

$295 

-  315 

$195 

-  215 

215 

-  235 

170 

-  190 

205 

-  225 

160 

-  180 

205 

-  205 

150 

-  150 

Advertised 

Discounted  Corporate 
Group  Meetings 
Discretionary  Travelers 

Based  on  the  recommended  room  rate  structure  and  anticipated  market  mix,  by  year, 
we  estimate  that  the  hotel  will  be  able  to  achieve  an  overall  average  room  rate  of 
about  S  194.00  in  current  value  (1990)  dollars.  We  have  inflated  the  estimated 
average  room  rate  by  four  percent  in  1991,  five  percent  in  1992,  and  six  percent  in 
1993  and  1994.  The  average  rate  was  inflated  five  percent  thereafter.  The  first  two 
years  include  assumptions  regarding  discounting  policies  and  marketing  strategies 
during  the  absorption  period.  . 


Year 

1994 
1995 
1996 
1997 
1998 


Average  Rate 

$214.00 
237.00 
252.00 
275.00 
289.00 


The  estimated  operating  results  for  the  subject  hotel,  to  the  level  of  profit  before 
debt  service,  income  taxes,  depreciation,  and  other  capital  costs  are  presented  in  the 
table  below  for  the  analysis  period  1994  through  1998,  in  current  or  inflated  dollars. 


Profit  before 

Profit  Before 

Year 

Total  Revenues 

Debt  Service 

Debt 

Service  Ratio 

1994 

$33,361,000 

$  5,449,700 

16.3% 

1995 

37,682,200 

7,145,200 

19.0 

1995 

42,777,700 

9,229,300 

21.5 

1997 

46,276,200 

10,553,500 

22.8 

1998 

48,613,100 

11,087,600 

22.8 
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DESCRIPTION  OF  PROJECT  AND  FACILITIES 


The  proposed  340-room  Custom  House  Inter-Continental  Hotel  would  be  contained  in  the 
redeveloped  Custom  House  Tower  and  Board  of  Trade  Building  in  downtown  Boston, 

Massachusetts.  Both  buildings  feature  physical  and  historical  qualities  which  make  them 
well  suited  for  redevelopment  as  a  hotel.    A  description  of  the  buildings  is  below. 

Custom  House  Tower 

Boston's  self-identity  as  a  port  was  established  in  the  seventeenth  century  as  commerce, 
banking,  government,  and  financial  interests  (all  tied  heavily  to  shipping)  developed  along 
King  Street,  the  name  of  which  was  changed  in  1784  to  State  Street.  In  1674  a  custom 
house  was  built  at  the  water's  edge  and  moved  later  to  the  corner  of  Richmond  and  Anne 
Streets  where  it  stood  until  1846.  The  growth  of  shipping  and  of  the  China  Trade  at  the 
turn  of  the  19th  century  produced  significant  development  on  the  waterfront.  India  and 
Broad  Streets  which  form  the  core  of  the  present  Custom  House  District,  were  laid  out  in 
1805.  Here  began  a  development  which  altered  the  colonial  waterfront  and  State  Street 
itself,  which  had  extended  into  Long  Wharf  as  early  as  1710.  In  an  early  landfill  operation 
which  anticipated  the  great  growth  of  the  peninsula  in  the  19th  century,  Broad  and  India 
Streets  were  laid  out  following  the  contour  of  the  harbor.  The  central  site  of  the  present 
Custom  House  between  Long  Wharf  and  Central  Wharf  was  the  obvious  location  for  the 
building. 

The  Custom  House  is  of  exceptional  significance  as  a  tangible  reminder  of  Boston's  prolific 
history  as  a  major  American  port.  It  is  similarly  outstanding  for  its  architecture:  both  the 
Greek  Revival  style  original  section  (1837-47)  by  Ammi  B.  Young,  and  its  Classical  Revival 
495  foot  tower  addition  (1912-15)  designed  by  Peabody  and  Stearns,  which  was  Boston's 
first  skyscraper  to  exceed  125  feet.  The  landmark  tower,  with  its  familiar  clocks, 
emblematic  figures,  eagles  and  distinctive  pyramidal  top,  remains  the  most  prominent 
silhouette  on  the  downtown  skyline,  particularly  from  Boston  harbor. 

The  original  portion  of  the  Custom  House,  inspired  by  the  Doric  temples  of  classical 
Greece,  consists  of  three  principal  stories:  a  basement  and  two  upper  stories  screened  by 
the  colonnade.  The  most  salient  interior  feature  is  the  rotunda  which  is  faced  with  white 
marble  quarried  from  Berkshire  County,  Massachusetts.  The  rotunda  is  63  feet  by  69  feet 
and  is  ornamented  by  twelve  engaged  Corinthian  columns  29  feet  high  and  3  feet  in 
diameter.  The  twenty-six  story  tower  portion  of  the  Custom  House,  which  is  divided  into 
five  stages,  is  in  the  Classical  Revival  style  and  is  evocative  of  the  campanile  at  St.  Mark's 
Square  in  Venice,  Italy,  a  popular  source  of  skyscraper  design  around  the  turn-of-the- 
century. 

Board  of  Trade  Building 

History  of  Boston's  Board  of  Trade  goes  back  to  the  mid-nineteenth  century.  In  1854, 
hopes  to  unify  the  many  diverse- elements  of  Boston's  various  businesses  lay  in  the 
establishing  a  board  to  develop  cohesive  policy,  especially  concerning  the  once  thriving 
maritime  industry.    Although  never  achieving  its  goal  of  restoring  Boston's  seaport  to  its 
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former  prominence,  the  Board  of  Trade  did  succeed  in  serving  as  a  voice  for  businessmen 
and  a  forum  where  merchants  could  gather  to  discuss  their  concerns. 

The  Board  of  Trade  Building,  completed  in  1902,  exemplified  the  continuing  growth  of 
Boston's  economy  at  the  turn  of  the  century.  Designed  by  prestigious  architects  Walter  T. 
Winslow  and  Henry  F.  Bigelow,  the  Board  of  Trade  Building  is  an  outstanding  example  of 
Boston  Beaux  Arts  style  of  architecture.  The  early  sky  scraper  features  a  three-story 
rusticated  base  of  limestone,  a  classically  decorated  three  bay  arcade  entranceway  and 
arches  over  polished  granite  Corinthian  columns.  Figures  of  Mercury  and  Poseidon, 
reflecting  its  association  to  the  maritime  industry,  flank  a  globe  above  the  balustrade  over 
the  entrance.  The  main  portion  of  the  building  is  set  back  to  form  a  figure  H-shaped  floor 
plan.  The  H-shaped  tloor  plan  is  extremely  well  suited  for  hotel  use  and  allows  the  greatest 
amount  of  light  to  reach  the  many  corner  interior  spaces  afforded  by  the  building's  design. 

From  an  engineering  and  architectural  perspective,  the  Board  of  Trade  Building  is  well 
suited  for  redevelopment  as  a  hotel.  In  addition,  its  historical  role  as  a  meeting  place  for 
businessmen  would  provide  the  hotel's  operator  with  unique  marketing  opportunities. 

Overall  Development 

The  proposed  Custom  House  Inter-Continental  Hotel  would  contain  340  rooms;  106  rooms 
in  the  Custom  House  Tower  and  234  rooms  in  the  Board  of  Trade  Building.  As  presently 
designed,  the  two  buildings  would  be  integrated  by  an  8,000  square  foot,  single-story,  fully 
enclosed  structure  spanning  India  Street.  In  addition  to  integrating  the  two  buildings,  the 
connector  structure  or  "plaza"  would  be  the  focal  point  of  activity  as  it  would  constitute 
the  hotel's  central  entrance  and  lobby/reception  area.  The  main  entrance  for  guests  drop- 
off/pick-up would  be  located  on  the  State  Street,  or  the  north  side  of  the  plaza.  In 
addition,  the  plaza  would  contain  the  lobby  bar  and  Palm  Court  Restaurant.  A  landscaped, 
outdoor  pedestrian  plaza  would  be  developed  on  top  of  the  connector.  The  drawing  on  the 
following  page  illustrates  one  proposed  scheme  of  the  integration  of  the  two  buildings  as 
viewed  from  State  Street. 

Hotel  Facilities 

Guest  Rooms 

The  Custom  House  Tower  is  29  stories,  or  roughly  495  feet  tall.  The  Custom  House 
Tower's  location  and  height  are  unscathed  by  the  surrounding  buildings  allowing 
unobstructed  views  of  Boston  Harbor  or  the  city  of  Boston.  With  a  relatively  small 
floorplate,  a  "typical"  floor  in  the  tower  contains  seven  guest  rooms.  As  you  ascend  the 
building  the  tower  steps  back,  such  that  the  upper  floors  of  the  building  become  exclusive 
with  oversized  guest  rooms  and  suites.  This  design  will  convey  a  high  degree  of  exclusivitv 
arid  should  enable  the  operator  to  provide  the  highest  level  of  service  to  guests.  .As 
presently  designed,  the  guest  room  floors  in  the  Custom  House  Tower  would  be  converted 
as  follows: 


II-2 


( 


o 


m 
111 

Q 


o 

Q 

< 
O 
CQ 

□ 

Z 
< 

UJ 

o 


O)   ^ 

+J    OJ 

rs    Oi 

E  u. 

'^ 

o 

X     QJ 

o 

O     S_ 

S-    (T3 

Q.  z: 

m 

o 
o 


C 

o 


c  o 

3     O 


o 
o 


1-0 
CQ 

S- 

o 


■>-> 
O 

h- 

3 


I —  Q. 


OO 


O 


QJ 

■>-> 

■i-> 

QJ 

ra 

QJ 

E 

Ll_ 

•  ^ 

X 

OJ 

o 

S- 

i- 

rrj 

Q. 

3 

Q. 

O 

<: 

oo 

UJ 


O 


•a: 

CQ 


o 

o 
I— 
oo 

ZD 
O 

a 

UJ 

o 
a. 
o 


0) 


i- 

O 
CQ 


ooooooooo 
t^JOOojcMLnLnoo 
OLnTrroro^3-(~~Lr)"3- 


ccccccccc 

CVC\ICSJCVJC\JC\JCSJC\JC\J 


o 

to 

U3 


c: 
o 


o   E 
c   o 

3    O 


<t  CQ 


e 

E 

o 

O  UJ 

o 

O 

o 

o 

o 

Q£ 

E    E 

cc 

cc: 

o  o 

c 

o  o 

D1 

ai 

o 

a:  ai 

c 

c 

•r- 

•»— 

■M 

•o  -o 

+J 

■M 

U 

!-    s_ 

QJ 

QJ 

C 

m   m 

QJ 

QJ 

3 

o   o 

z 

s: 

Ll_ 

CQ  CQ 

E    O    O  ■— I 

o  o  o 

0  Qi  ce  E 
a:  o 

ceo 

01  o  o  q; 
c  •.-  •.- 

•'-    ■4->    4-1    "O 

■>->   u   u   i- 

QJ  C  C  ro 
QJ  3  3  O 
Z  Ll_  U.  CQ 


QJ 

■M 

-i-> 

QJ 

fO 

QJ 

E 

Lj_ 

■^^ 

X 

0) 

o 

S- 

s- 

(T3 

o. 

3 

a. 

O 

<C  ool 

o  o  o  o  o 
o  o  o  o  o 

CO   CO   O   O   LT) 
CM  C\J  ^^  ^^ 


n3 
■i-i 
O 


-Q 

3 


o 

o 

VO 


o 
o 

■M 

I/) 
OJ 

3 
Ol 

S- 
OJ 

cv 

(U 

u 

to 

CL 
CO 


■a 

c 


(U 

3 
CT 


S- 
OJ 
3 
O 


o 


3 


o 


U    E 

c   o 

3     OI 
Ll_   Oil 


XJ  -O  T3 

.c 

C    S-    S_     1 

-t-J 

CM  po  ro 

in 

CM 

E 

E 

o 

O    E 

o 

O    O 

en 

E  q:  o 

e  o      Qi 

T3 

o  o  c 

s_ 

o  q:  o  CT 

rO 

CC             -r-     C 

o 

+J    4-1    •r- 

CQ 

4->      QJ      O    -t-J 

QJ     3     C    QJ 

c 

3    O"   3    QJ 

o 

cr  c  u.  s 

C     rT3  -^ 

-l-> 

13   CQ    CT  = 

m 

CQ             CO 

> 

-o  ■—  ■— 

s_ 

C    C   -l-J   -i-> 

QJ 

•<—     (T3     OJ    -*-* 

oo 

n3     i_    (D   d 

JD 

s:  o  s: : 

O 

fO 


(4- 
O 


<u 

(4- 

cu 

i. 

(O 

3 

cr 

00 


fO 


3 

oo 


OJ 

o 


( 


Floor  Number 

Basement-3 

4 

5-15 

16-18 

19,21,23,  and  26 

20 

24 
25 
27,28,  and  29 


J      Type  of  Space 
Number  of  Guesr  Rnnm«; 

Public  space/lounge/restaurant 

5  guest  rooms 

7  guest  rooms  (each) 

5  guest  rooms  (each) 

Mechanical  space 

3  guest  rooms 

2  guest  rooms 

1  suite 

Observation  deck 

1  suite  (triplex) 


The  Board  of  Trade  Bu.Idmg  ,s  currently  11  stories  or  roughly  120  feet  tall.  A  three-storv 
addition  woud  be  constructed  on  top  of  the  building,  increasing  its  height  to  14  s  ories  o^ 
roughly  150  feet.  A.  a  result  of  its  height  and  the  linear  design  of  the  dLen  Cu  oni 
House  Tower,  most  of  the  rooms  would  have  views  similar  to  Thp  rn.tr.rnu  ^f  ^^°"^ 
A  total  of  20  rooms  would  be  located  on  fioors  t^r"  t"  gh^hin  e^  Hoorfo"e\LTvo 
would  contain  public  space,  meeting  space,  and  food  and  beverage  outletf  Fifteen  rooms 
Bt^d  of^^TretuSl^^^^^^"^'^  '"'^  ^''''  ''  ''''''''  '' '''  fourteent'h  tor  7Z 

Guest   rooms   would   be   spacious   and   attractively  decorated    in   keeoin?  with   Tnt.r 
Continental's  luxury  standards.   All  rooms  would  feature  two  telephones  with  ca    wnit  n'" 
a  remote  control  television,  a  minibar,  and  a  large  work  desk    T^e  roomT  in  thl  r        =' 
House  Tower  and  Board  of  Trade  Building  woulTaveraae  370  and  38-^  so' r^f  T 

Food  and  Reverngp  Onflp^c 

^cnitie?:'°'''  ^"^^^-^°"^--^^l  "°tel  would  feature  the  following  food  and  beverage 

i't^STockrT%:  n".w''"S'.';^'r  ''''  ^^"'"S  light  fare,  afternoon 
lea,  ana  cocktails.   This  outlet  would  be  located  off  the  lobby. 

Vmilt  Seafood  Re^aj,rnnf  -  a   100-seat  restaurant  and  30-seat  oyster  bar 
featuring  regional  seafood  specialties  during  lunch  and  dinner.  This  res tauran 
would  be  located  in  the  historic  vaulted  basement  of  the  Custom  House 

757  State  Street  Re^m, rant  -  a  110-seat  restaurant  and  30-seat  lounae  servina 

ortSr/^de^^Sin^^^  -''--'''  ^-'^  ^--^  -  ^^^°^^-^- 

^;;^^-^2^^LL^e  -  a  50-seat  lounge  located  off  the  rotunda  on  the 
north  side  of  the  Custom  House  overlooking  Faneuil  Hall  Marketplace  The 
two-story  room  features  a  cat-walk  type  balcony  once  patrol  led  Vyaua7ds 
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during  the  counting  of  customs  currency.  The  counting  room  is  recognized 
as  a  national  landmark.  ° 

Executive  I  ounse  -  a  40-seat  executive  level  lounge  for  guests  staving  in  the 
Custom  House  Tower  and  members  of  Inter-Continental's  SLx  Continents 
Club  Program.  Cocktails,  hors  d'oeuvres,  and  continental  breakfast  would  be 
available.  This  outlet  would  be  located  above  the  dome  of  the  Custom 
House  s  rotunda. 

Bnnniiet  nnd  Meeting  Spnce 

Banquet  and  meeting  space  are  important  to  the  operational  viability  of  laxury  hotels  in  the 
Boston  marketplace.  As  a  comparable  ratio,  the  hotels  in  the  competitive  supplv  have 
bet^veen  22  to  35  square  feet  of  banquet  and  meeting  space  per  available  ^esVroom 
Meeting  groups  and  social  functions  enable  management  to  offset  seasonal  fluctuations  and 
otherpenods  of  lower  room  night  demand.  The  proposed  Custom  House  Inter-Continental 
Hotel  would  feature  14,660  square  feet  of  banquet  and  meeting  space,  or  roughly  43  square 
feet  per  available  guest  room.  The  table  on  the  facing  page  shows  the  banquet  and  meetin' 
space  planned  within  the  rehabilitated  structures.  An  appropriate  amount  of  pre  function 
space  contiguous  to  the  banquet  and  meeting  space  is  also  planned. 

Additional  Amenities 

Consistent  with  Inter-Continental's  luxury  hotel  standards,  and  the  demands  of  the  hotel's 
target  market  segments,  the  Custom  House  Inter-Continental  Hotel  will  offer  ?hefollow^na 
additional  amenities  and  services:  rouowing 

Fitness  center  with  indoor  swimming  pool; 

Twice  daily  maid  service; 

Valet  parking; 

Concierge  services; 

Valet/laundry  service;  and, 

Business  center  with  secretarial  services,  translator,  business  equipment  (i  e 

fax  machine,  computer,  copy  machine,  etc.). 

Inter-Continentnl  Hotel  Cnrpnrafinn 

Inter-Continental    Hotel   Corporation   is   considered   among   the    leading   luxun/   hotel 

tZT^  :r  '^?  T^^  r^  '^^  '°^^'^  '"  '^  <^°""^"^^-  The  Saison  Group^7apan  i 
Tokyo  based  multi-faceted  conglomerate  and  Scandinavian  Airline  Systems  (SAS)  own  60 
and  40  percent  of  Inter-Continental  Hotel  Corporation,  respectively.  Sorate  a  s^rnnce 
nrn^ftt  .^^^8^^^"^'.  '''''  ^"d  marketing  (28  sales  offices  world-r/e)  Global  i 
cornputenzed  commumcations  and  reservations  network,  technical  services,  pu  chasing  and 
management  information  system.  FL^'^udMng,  ana 

Inter-Continental  Hotel  Corporation  has  demonstrated  a  strong  commitment  to  historic 
renovation  and  restoration.    In  the  past  decade  Inter-Continental  Hotel  Comoat.on  ha 

indud\^7r  f^lowing:  "^^'°"  ^"'  ^^"^^^^•■""  °^  ^^P-^''"^-'^  ''  ^^^  '"^^  ^^ 
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Willard  Inter-Continental,  Washington,  D.C. 
Inter-Continental  Chicago,  Chicago,  Illinois 
Inter-Continental  Sydney,  Sydney,  Australia 
Carlton  Inter-Continental,  Cannes,  France 
Inter-Continental  Paris,  Paris,  France 

Inter-Continental  Hotel  Corporation  opened  properties  in  the  following  cities  during  the 
period  1988-1990: 

Krakow,  Poland  -  Helsinki,  Finland 

Toronto,  Canada  -  Prague,  Czechoslovakia 

Seoul,  Korea  -  Stuttgart,  W.  Germany 

Chicago,  Illinois  (2  hotels) 

The  following  are  under-construction/committed  projects: 

Montreal,  Canada  -  Yokohama,  Japan 

Bali,  Indonesia  -  Los  Angeles,  California 

Buenos  Aires,  Argentina  -  Shenzhen,  P.R.C. 
Moscow,  USSR 
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SECTION  III 
SITE  ANALYSIS 


SITE  ANALYSIS  j 

General 

The  proposed  Custom  House  Inter-Continental  Hotel  would  integrate  the  Custom  House 
Tower  and  Board  of  Trade  Building.  The  buildings  are  located  in  the  northeastern  section 
of  the  Financial  District  in  downtown  Boston,  Massachusetts.  The  site  is  less  than  a  half 
mile  from  the  Sumner  Tunnel,  the  major  thoroughfare  linking  downtown  Boston  and  Logan 
International  Airport. 

The  site  is  bounded  by  Broad  Street  to  the  west.  Central  Street/McKinley  Square  to  the 
south,  and  State  Street  to  the  north.  The  site  is  adjacent  to  Faneuil  Hall  Marketplace  and 
Boston's  waterfront  is  two  blocks  east  of  the  site.  The  map  on  the  following  page  illustrates 
the  location  of  the  Custom  House  Inter-Continental  Hotel  site  within  downtown  Boston. 

Accessibility 

The  majority  of  the  Custom  House  Inter-Continental  Hotel's  guests  will  arrive  in  Boston 
at  Logan  International  Airport  (Logan).  Taxicabs  are  the  primary  means  of  transportation 
in  Boston  for  visitors  to  the  city. 

Visitors  coming  from  Logan  Airport  would  use  the  Sumner  Tunnel  to  reach  the  hotel.  At 
the  end  of  the  Sumner  Tunnel,  all  traffic  is  directed  north  along  Cross  Street.  Automobiles 
would  continue  on  Cross  Street  approximately  .2  miles  under  the  Central  Artery  overpass, 
connecting  with  the  lower  e.xtension  of  the  Blackstone  Street/Central  Artery  exit  ramp.  At 
the  end  of  the  Blackstone  Street  exit  ramp,  automobiles  would  veer  left,  connecting  with 
Blackstone  Street,  and  proceed  south  approximately  .3  miles  to  State  Street.  At  the 
intersection  of  State  and  Blackstone  Streets,  automobiles  would  turn  right,  and  continue 
approximately  .1  miles  directly  to  the  hotel.  The  airport  is  approximately  2.5  miles  from 
the  subject  hotel,  or  a  10  minute  drive  by  taxicab. 

Alternatively,  airport  arrivals  may  access  the  hotel  via  the  Massport  Water  Shuttle,  which 
departs  from  the  airport  and  arrives  at  Rowes  Wharf  in  Boston.  From  Rowes  Wharf, 
arriving  guests  could  walk  or  take  a  taxicab  to  the  hotel.  Access  from  Rowes  Wharf  is 
direct  via  Atlantic  Avenue  north,  turning  left  on  State  Street,  directly  to  the  hotel.  The 
water  shuttle  is  a  10  minute  trip  from  the  airport.  The  "Blue  Line"  of  the  T  (subway 
system)  also  would  be  available  to  transport  arriving  guests.  From  the  Airport  Station, 
guests  would  commute  two  stops  to  the  New  England  Aquarium/State  Street  Station 
located  at  the  northeast  quadrant  of  State  street  and  Atlantic  Avenue.  The  Massachusetts 
Bay  Transit  Authority  is  planning  to  extend  the  platform  of  the  New  England  Aquarium/ 
State  Street  by  six  car  lengths.  An  additional  street  entrance  will  be  created  at  the  corner 
of  State  and  Commercial  Streets  (McKinley  Square),  adjacent  to  the  proposed  Custom 
House  Inter-Continental  Hotel. 

The  depression  of  the  Central  Artery  in  the  immediate  area  is  not  expected  to  begin  for 
six  to  eight  years.  Construction  is  expected  to  have  some  impact  on  traffic  flow  in  the 
downtown  area;  however,  once  completed,  the  vehicular  movement  of  the  area  is  expect  to 
improve,  providing  the  subject  hotel  with  excellent  long-term  accessibility. 
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Visihilitv 

The  site  has  excellent  visibility  from  most  areas  of  Boston.  The  landmark's  495-foot 
Custom  House  Tower,  with  its  familiar  clocks,  emblematic  figures,  eagles  and  distinctive 
pyramidal  top,  remains  the  most  prominent  silhouette  on  the  downtown  skyline.  Its 
presence  is  accentuated  during  the  night  as  the  illuminated  clock-tower  stands  out 
dramatically  against  the  Boston  cityscape.  The  proposed  hotel  will  have  excellent  visibility 
from  Logan  International  Airport.  Passengers  on  flights  arriving  and  departing  from  the 
airport  will  have  an  unobstructed  view  of  the  Custom  House  Tower  from  both  the  air  and 
the  runway. 

Surrounding  Area 

The  area  surrounding  the  proposed  hotel  is  well  established,  and  consists  of  Class  A  office 
buildings,  restaurants,  shops,  and  tourist  attractions.  State  Street  has  historically  been  the 
main  thoroughfare  for  commercial  activity  in  the  Financial  District  of  downtown  Boston. 
A  number  of  prestigious  banks,  law  and  accounting  firms  occupy  space  in  State  Street 
office  buildings.  Office  development  and  redevelopment  has  significantly  enhanced  the 
complexion  of  the  surrounding  area,  however,  its  integrity  and  historic  charm  has  been  well 
preserved.  Faneuil  Hall  Marketplace  is  adjacent  to  the  subject  site.  Faneuil  Hall 
Marketplace,  developed  by  the  Rouse  Company,  is  a  6.5  acre,  upscale  tourist  and  local 
pedestrian  attraction  comprising  over  125  shops,  over  25  restaurants,  and  entertainment. 
Over  14  million  people  from  the  Boston  area  and  around  the  world  visit  Fanueil  Hall 
Marketplace  each  year.  As  dictated  by  the  Boston  Redevelopment  Authority  (BRA),  the 
area  surrounding  the  subject  hotel  will  incorporate  materials  and  landscaping  similar  to 
those  used  at  Faneuil  Hall  Ma:rketplace.  Once  completed,  the  area  surrounding  the  subject 
hotel  will  become  an  extension  of  Faneuil  Hall  Marketplace.  The  BRA  also  has  proposed 
that  this  area  be  closed  to  local  traffic  on  weekends  to  accommodate  pedestrian  overtlow 
from  Faneuil  Hall  Marketplace. 

Summary 

The  location,  visibility,  and  landmark  status  of  the  Custom  House  Tower  and  Board  of 
Trade  Building  should  create  strong  synergy  for  the  overall  project.  The  proposed  Custom 
House  Inter-Continental  Hotel  will  be  located  proximate  to  Logan  International  Airport, 
a  strong  competitive  advantage.  The  subject  hotel  would  be  located  within  walking  distance 
to  most  offices  in  the  Financial  District  and  Government  Center.  The  hotel  would  be 
located  adjacent  to  Faneuil  Hall  Marketplace,  a  major  attraction  for  discretionary  travelers. 
The  hotel's  proximity  to  the  demand  generators,  combined  with  proximity  to  the  airport  and 
tourist  attractions,  and  the  landmark  status  of  the  Custom  House  Tower,  would  create  an 
excellent  luxury  lodging  facility,  appealing  to  all  segments  of  hotel  demand. 
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BOSTON  MARKET  AREA  ANALYSIS 
Location 

The  Boston  Metropolitan  Statistical  Area  (MSA)  is  the  seventh  largest  city  in  the  United 
States,  with  a  population  of  3.7  million  people  in  1989,  as  estimated  by  Sales  and  Marketing 
Management.  Boston  is  the  center  of  financial,  medical,  educational,  cultural,  industrial, 
and  transportation  in  New  England.  Boston  has  long  been  established  as  the  center  for 
trade  and  commerce  due  to  its  central  location,  large  harbor,  and  proximity  and  accessibility 
to  regional  cities.  The  table  below  illustrates  Boston's  pro.ximity  to  cities  in  New  England 
and  in  the  northeast: 

Location  Approximate  Distance  from  Boston 

Albany,  NY  169  miles  southwest 

Concord,  NH  71  miles  north 

Hartford,  CT  107  miles  south 

New  York  City  208  miles  south 

Portland,  ME  109  miles  northeast 

Providence,  RI  51  miles  south 

Springfield,  MA  90  miles  west 

Source:  Department  of  Transportation. 

The  Boston  MSA  includes  the  suburban  communities  that  surround  the  downtown  core. 
Cambridge  is  located  north  of  downtown  Boston  across  the  Charles  River.  Other  major 
suburban  areas  include:  Newton,  Burlington,  Lexington,  Framingham,  Waltham,  and  Quincy. 
Downtown  Boston  is  interconnected  to  the  surrounding  suburban  areas  by  a  network  of 
modem  highways. 

The  map  on  the  following  page  illustrates  the  location  of  Boston  and  other  cities  in  the 
northeastern  United  States. 

Boston  Economic  Overview 

The  Boston  MSA  economy  has  shown  significant  growth  in  the  past  decade.  In  the  late 
seventies  through  the  mid-1980s,  Boston's  economy,  already  a  diverse  economy  of 
manufacturing,  education,  medicine,  and  banking,  became  a  center  for  high  technology  and 
defense  research,  development,  and  manufacturing.  The  growth  in  demand  for  computers 
and  related  high-technology  machinery,  as  well  as  the  nation's  defense  build-up,  fueled  the 
phenomenal  regional  growth.  Many  large  firms,  such  as  Wang  Laboratories,  Apollo 
Computers,  Digital  Equipment  Corporation,  and  Raytheon  established  offices  and 
manufacturing  plants  in  the  suburban  communities  around  Boston.  These  larger  firms 
supported  the  growth  of  smaller  "start-up"  high  technology  firms  that  supply  services  and 
parts  to  the  larger  organizations.  The  majority  of  the  growth  in  these  industries  took  place 
in  the  suburban  communities  along  Route  128  and  Interstate  495. 
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In  the  late  1980s  the  economy  exhibited  a  deceleration  as  a  result  of  a  slowdown  in  the 
high-technology  and  defense  industry,  exacerbated  by  the  savings  and  loan  crisis,  the 
stagnation  of  the  New  England  real  estate  market,  and  Massachusetts'  budget  deficit. 

In  addition  to  illustrating  the  more  moderate  growth  that  began  in  1989,  this  analysis 
presents  Boston's  underlying  strengths.  The  diverse  mix  and  concentration  of  universities, 
hospitals,  high-technology  companies,  a  well-educated  labor  pool,  in  addition  to  strong 
convention  and  tourism  have  off-set  the  slowdown  in  other  sectors  of  Boston's  economy. 
In  the  near  future,  these  underlying  strengths  should  contribute  to  the  pace  and  level  of 
Boston's  economic  recovery. 

Popiiintion 

According  to  Sales  and  Marketing  Management,  the  population  in  the  Boston  MSA  and 
Commonwealth  of  Massachusetts  increased  at  a  compound  annual  rate  of  0.3  and  0.4 
percent,  respectively,  during  the  period  1984  through  1989.  The  nation  as  a  whole  exhibited 
a  higher  growth  rate  of  1.0  percent  during  the  same  period.  A  table  below  details  the 
growth  in  population. 

GROWTH  IN  POPULATION 

IN  THOUSANDS  (GOO'S) 

BOSTON.  MASSACHUSETTS 


Year 

1984 

1985 

1986 

1987 

1988 

1989 
Compound 
Annual  Growth; 


Boston 

MSA 
3,578.1 
3,703.1 
3,724.2 
3,718.1 
3,725.5 
3,735.4 

0 . 3% 


Commonwealth  of 
Massachusetts 
5,807.9 
5,847.4 
5,875.0 
5,884.1 
5,908.0 
5,927.8 

0 . 4% 


United 

States 
238,274.7 
240,833.5 
243,322.7 
245,522.7 
247,920.3 
249,840.3 

1 . 0% 


Source:   Sales  and  Marketing  Management,   Survey  of  Buying  Power. 
Retail  Sales 

Retail  sales  reflects  the  ability  of  residents  and  visitors  to  spend  money  on  goods.  Total 
retail  sales  in  Boston  MSA  increased  at  a  compound  annual  rate  of  5.2  percent  during  the 
period  1984  through  1989,  based  on  Sales  and  Marketing  Management.  This  growth  is  only 
slightly  less  than  that  exhibited  by  the  Commonwealth  of  Massachusetts  and  the  United 
States;  both  increased  at  a  compound  annual  growth  rate  of  5.8  percent  during  the  same 
period.   The  table  on  the  next  page  illustrates  the  growth  in  total  retail  sales. 
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GROWTH  IN  TOTAL  RETAIL  SALES 

IN  THOUSANDS  (GOO'S) 

BOSTON.  MASSACHUSETTS 


Boston 

Commonwealth  of 

Year 

MSA 

Massachusetts 

1984 

S 

25,284.8 

$  38,556.7 

1985 

27,703.7 

42,138.9 

1986 

30,511.2 

46,333.9 

1987 

30,765.5 

46,907.9 

1988 

32,195.9 

49,038.4 

1989 

32,596.2 

51,106.3 

Compound 

Annual 

Gr 

•owth: 

5 . 2% 

5 . 8% 

United 
States 


1,296,659.7 
1,395,243.2 
1,476,173.1 
1,544,896.9 
1,537,751.1 
1,722,085.5 


5.8% 

Source:     Sales   and  Marketing  Management,    Survey  of  Buying   Power. 

Median  Household  Estimated  Buying  Income 

Estimates  of  median  household  estimated  buying  income  (EBI)  reflect  the  growth  in  the 
economy  and  the  living  standards  of  the  residents.  As  reported  in  Sales  and  Marketing 
Management,  the  median  household  EBI  in  the  Boston  MSA  has  increased  over  S3,S00  in 
the  last  five  years,  representing  a  2.3  percent  compound  annual  increase.  TTiis  rate 
compares  favorably  to  the  2.0  and  0.4  percent  compound  annual  growth  rates  exhibited  by 
the  state  and  the  nation  during  the  period  1984  through  1989.  The  following  table 
illustrates  this  trend. 

GROWTH   IN  MEDIAN  HOUSEHOLD   ESTIMATED  BUYING   INCOME   (EBI) 

IN  THOUSANDS   (GOO'S) 
BOSTON.   MASSACHUSETTS 

Commonwealth  of 
Massachusetts 
$  29,471 

27,458 

28,977 

31,202 

30,811 

32,521 

2 . 0%  0 . 4% 

Source:     Sales   and  Marketing  Management,    Survey  of  Buying   Power. 

Employment  Growth 

The  Boston  MSA  has  a  diverse  economy  generating  demand  for  commercial  lodging 
facilities.  Employment  distribution  and  growth,  trends  in  unemployment  rates,  and  the 
nature  of  major  area  employers  are  indicators  of  the  growth  of  the  economy  as  well  as  the 


Boston 

Year 

MSA 

1984 

$  31,625 

1985 

29,521 

1986 

31,333 

1987 

33,895 

1988 

33,558 

1989 

35,430 

Compound 

Annual  Growth: 

2.3% 

Uni1 

:ed 

Stai 

^es 

$  25 

496 

23 

680 

24 

632 

25 

888 

24 

488 

25 

976 
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growth  in  potential  demand  for  hotel  rooms.  Growth  in  total  employment  in  the  Boston 
MSA  increased  at  a  0.8  percent  compound  annual  rate  during  the  period  1984  through 
1989.  This  compares  to  a  1.0  percent  compound  annual  increase  e.xhibited  by  the 
Commonwealth  of  Massachusetts  during  the  same  period.  The  level  of  growth  slowed 
considerably  in  1989,  illustrating  the  slowdown  in  the  regional  economy.  In  1989,  total 
employment  in  the  Boston  MSA  increased  only  0.1  percent.  The  table  below  details  the 
historical  trends  in  total  employment  in  the  MSA  and  state. 

GROWTH  IN  TOTAL  EMPLOYMENT 

IN  THOUSANDS  (OOG'S) 

BOSTON.  MASSACHUSETTS 

Commonwealth  of 
Boston  MSA Massachusetts 


Percent 

Percent 

Year 

Total 

Change 
-  % 

Total 
2,902 

Chanqe 

1984 

1,454.2 

-  % 

1985 

1,454.3 

0.7 

2,931 

1.0 

1986  • 

1,479.5 

1.0 

2,941 

0.3 

1987 

1,490.3 

0.7 

2,987 

1.5 

1988 

1,511.9 

1.4 

3,041 

1.8 

1989 

1,513.7 

0.1 

3,053 

0.4 

Compound 

Annual  Growth 

0 . 8% 

1 . 0% 

Source:  Massachusetts  Department  of  Employment  and  Training. 

Throughout  the  period  1985  through  1988,  the  Boston  MSA  and  state  maintained 
consistently  low  unemployment  rates.  However,  in  1989  unemployment  in  the  Boston  MSA 
and  the  State  increased  to  3.4  and  4.0  percent,  respectively.  This  increase  in  unemployment 
is  primarily  a  result  of  lay-offs  and  hiring  freezes  at  high-technology  firms  in  the  surrounding 
suburban  areas.  Despite  recent  increases,  the  Boston  MSA's  unemployment  rate  is  low 
compared  the  nationVunemployment  rate  of  5.3  percent  in  1989. 

The  table  below  illustrates  the  unemployment  rates  in  the  Boston  MSA,  Massachusetts,  and 
the  nation  for  the  period  1985  through  1989. 

UNEMPLOYMENT  RATES 
Boston    Commonwealth  of    United 


Year 

MSA 

Massachusetts 
3 . 9% 

States 

1985 

3 . 4% 

7.1% 

1985 

3.2 

3.8 

7.0 

1987 

2.7 

3.2 

6.2 

1988 

2.8 

3.3 

5.5 

1989 

3.4 

4.0 

5.3 

Source:  Massachusetts  Department  of  Employment  and  Training. 
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Employment  Distribution 

In  terms  of  composition,  the  Boston  MSA  has  a  diverse  economic  base  consisting  of 
education,  financial  services,  medical  services,  manufacturing,  and  trade.  In  the  1980s,  the 
trade  and  manufacturing  segments  exhibited  the  strongest  growth,  attributed  to  the  strength 
of  high-technology  and  defense  industries  within  the  regional  economy.  In  1989,  the  Boston 
MSA's  largest  segments  of  employment  were  services,  wholesale  and  retail  trade,  and 
manufacturing,  representing  34.2,  22.6,  and  14.9  percent  of  the  workforce,  respectively.  The 
table  below  compares  employment  by  industry  sector  in  Boston,  Massachusetts,  and  the 
United  States. 


EMPLOYMENT  BY  INDUSTRY  SECTORS 
In  Thousands  (OOP's' 


Boston 

United 

Sector 

MSA 

Percent 

Massachusetts 

Percent 

States 

Percent 

Manufacturing 

258.7 

14.9% 

553.3 

18.1% 

19,425 

1 7 . 9% 

Construction 

64.9 

3.7 

127.7 

4.1 

5,200 

4.8 

Trans. /Comm./ 

Public  Utilities 

74.1 

4.3 

128.0 

4.1 

5,648 

5.2 

Wholesale  and 

Retail  Trade 

393.7 

22.5 

746.0 

24.0 

25,851 

23.8 

Finance,  Insurance 

and  Real  Estate 

148.2 

8.5 

217.9 

7.0 

5,724 

5.2 

Government 

205.0 

11.8 

406.3 

13.0 

17,769 

15.4 

Services  and  Mining 

595.6 

34.2 

924.7 

29.7 

27,795 

25.6 

Source:    Massachusetts  Department  of  Employment  and  Training. 

The  table  below  illustrates  the  changing  composition  of  non-agricultural  employment  by 
industry  sector  in  the  Boston  MSA. 

EMPLOYMENT  GROWTH  BY   INDUSTRY   SECTORS 


Compound 

1985 

1989 

Annual 

Sector 

(OOO's) 

Percent 

(OOO's) 

Percent 

Growth 

Manufacturing 

304.3 

18.5% 

258.7 

14.9% 

-  4.0% 

Construction 

57.4 

3.5 

64.9 

3.7 

3.1 

Trans. /Comm./ 

Public  Utilities 

73.9 

4.5 

74.1 

4.3 

0.6 

Wholesale  and 

Retail  Trade 

368.8 

22.5 

393.7 

22.6 

1.6 

Finance,  Insurance  and 

Real  Estate 

128.5 

7.8 

148.2 

8.5 

3.5 

Government 

192.6 

11.7 

205.0 

11.8 

1.5 

Services  and  Mining 

514.2 

31.3 

595.0 

34.2 

3.8 

Source:   Massachusetts  Department  of  Employment   and  Training. 

As  illustrated  above,  services;  finance,  insurance,  and  real  estate;  and  construction 
employment  sectors  have  exhibited  the  strongest  growth,  increasing  at  a  compound  annual 
rate  of  3.8,  3.6,  and  3.1  percent  during  the  period  1985  through  1989.   These  segm-^nts  are 
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the  major  sectors  of  employment  in  the  downtown  Financial  District,  the  market  area 
surrounding  the  proposed  Custom  House  Inter-Continental  Hotel. 

In  the  early  1990s,  the  finance,  insurance,  and  real  estate  employment  sector  is  expected 
to  grow  at  more  moderate  rates,  in  response  to  slowdown  in  the  national  and  regional 
economy,  the  stagnation  of  the  real  estate  market,  and  savings  and  loan  crisis.  Boston's 
diverse  and  concentrated  economic  base  should  off-set  the  more  moderate  growth  expected 
in  the  finance,  insurance,  and  real  estate  employment  sector.  Further,  the  concentration 
of  universities,  research  and  teaching  hospitals,  high-technology  companies,  and  well- 
educated  labor  pool  should  assist  in  the  pace  and  level  of  Boston's  economic  recovery. 

Major  Area  Emplovers 

The  diversity  of  the  economic  base  is  one  of  downtown  Boston's  major  underlying  strengths. 
In  addition  to  the  concentration  of  financial-related  firms,  downtown  Boston  is  well 
represented  by  education,  high-technology  companies,  and  research/health  care  facilities. 

Boston  has  the  largest  concentration  of  colleges  and  universities  in  the  United  States. 
According  to  the  Greater  Boston  Chamber  of  Commerce,  the  greater  Boston  area  has  65 
private  and  state-run  universities  with  approximately  250,000  full-time  students.  The 
strength  in  education  has  contributed  to  strong  biomedical  and  technological  research 
development  that  continues  to  take  place  in  the  city.  Health  care  is  also  a  large  and 
integral  part  of  the  city's  economy.  The  Greater  Boston  area  has  over  100  hospitals  and 
clinics,  31  of  which  are  located  downtown. 

The  table  below  lists  the  top  12  employers  in  the  downtown  Boston  area; 

Company  Name 


New  England  Telephone 

John  Hancock  Financial    Svs. 

Bank  of  Boston  Corp. 

Harvard  University 

Polaroid  Corp. 

Jordan  Marsh  Co. 

Mass.   General   Hospital 

MA  Institute  of  Technology 

State  Street  Bank  &  Trust 

Brigham  &  Womans  Hospital 

Boston  University 

Blue  Cross  and  Blue  Shield 

Source:     Boston  Business  Journal 
Commercial  Development 
Office  Development 


Total 

Location 

Tvoe  of  Business 
Telephone  services 

Employees 

Boston 

28,000 

Boston 

Insurance 

20,000 

Boston 

Banking  services 

19,500 

Cambridge 

University 

15,500 

Cambridge 

Photographic  Equipment 

11,000 

Boston 

Department  Store  Chain 

10,000 

Boston 

Hospital 

9,837 

Cambridge 

University 

8,000 

Boston 

Banking  services 

7,600 

Boston 

Hospital 

7,084 

Boston 

University 

6,834 

Boston 

Health  insurance 

6,000 

During  the  period  1984  through  1989,  the  amount  of  space  in  the  downtown  Boston  office 
market  increased  at  a  9.8  percent  compound  annual  rate,  adding  approximately  15  million 
square  feet  of  new  or  rehabilitated  space.    According  to  Caldwell  I3anker,  the  downtown 
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Boston  office  market  is  the  fifth  largest  in  the  United  States.  As  of  first  quarter  1990,  it 
is  estimated  that  the  downtown  office  market  contained  approximately  40.3  million  square 
feet  of  available  space,  of  which  14.6  percent  is  vacant. 

According  to  Spaulding  and  Slye,  the  downtown  Boston  office  market  comprises  of  sLx  sub- 
markets  including  North  Station,  Charlestown,  the  Financial  District,  Fort  Point  Station, 
South  Station,  and  the  Back  Bay.  The  table  below  details  the  available  office  space  in  the 
downtown  Boston  market  as  of  first  quarter,  1990. 


Sub-market 
North  Station 
Charlestown 
Financial   District 
Fort  Point  Channel 
South  Station 
Back  Bay 


Total  Square  Feet 

Percent 

Available 

of  Total 

1,280,241 

3 . 2% 

1,738,502 

4.3 

25,545,398 

53.4 

1,569,028 

3.9 

1,674,955 

4.2 

8,458,484 

21.0 

40,256,508 

100% 

•     Source:     Spaulding  and  Slye  Report,    First  Quarter  1990. 

As  illustrated  in  the  above  table,  the  Financial  District  contains  roughly  25.5  million  square 
feet  of  space,  representing  63.4  percent  of  the  total  downtown  office  market.  Despite  the 
economic  deceleration  in  the  region,  the  Financial  District  office  market  has  continued  to 
expand.  According  to  Caldwell  Banker,  between  the  second  quarter  of  1989  and  the  first 
quarter  of  1990,  approximately  1.14  million  square  feet  of  office  space  was  added. 

Caldwell  Banker  estimates  that  approximately  3.0  million  square  feet  of  office  space  will 
be  added  to  the  downtown  office  market  in  1990  and  1991,  of  which  2.4  million  square  feet 
are  expected  to  be  absorbed.  As  supply  exceeds  absorption,  the  downtown  vacancy  rate  is 
expected  in  increase  to  14.6  percent.  As  development  slows  and  absorption  continues,  the 
vacancy  rates  are  e.xpected  to  drop  slightly  and  remain  stable  from  1991  through  1994.  The 
table  below  illustrates  the  historical  and  estimated  future  additions  of  new  office  space, 
absorption,  and  resultant  vacancy  rates  for  office  space  in  the  downtown  Boston  office 
market,  as  estimated  by  Caldwell  Banker. 


Net  Addition 

of 

Absorption 

Estimated 

Year 

New  Office  So 

ace 

of  Office  Space 

Market  Vacancy 

1987 

2,136,150 

2,300,000 

9.1  % 

1988 

4,164,214 

1,100,000 

12.6 

1989 

1,198,900 

800,000 

12.8 

1990 

2,000,000 

1,100,000 

14.6 

1991 

1,000,000 

1,300,000 

13.6 

1992 

2,900,000 

1,500,000 

13.0 

1993 

2,000,000 

1,600,000 

13.1 

De.spite  the  expected  increase,  Boston's  downtown  vacancy  rate  is  low  in  relation  of  other 
downtown  markets.  According  to  Caldwell  Banker  the  national  average  of  vacancy  rates 
in  downtown  markets  is  16.7  percent.  The  vacancy  rate  of  the  downtown  market  is  also 
extremely  low  compared  to  the  suburban  Boston  office  market.  Caldwell  Banker  estimates 
that  the  overall  suburban  Boston  vacancy  rate  is  22  percent. 


/ 
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Future  Development 

As  unoccupied  land  becomes  less  available,  development  in  downtown  is  expected  to  take 
place  along  the  outer  core  of  the  Financial  District.  Future  development  is  expected  to 
take  place  in  South  Boston,  the  State  Street/Faneuil  Hall  area.  Fort  Point  Channel,  and 
along  the  Waterfront.  Some  of  the  major  development  projects  that  are  under  construction, 
planned,  or  proposed  for  the  Boston  downtown  area  are  briefly  discussed  below. 

33  Arch  Street  -  This  project  is  owned  by  Frank  King  Associates  Limited 
Partnership  and  the  development  agent  is  Old  State  Management  Associ- 
ation. The  project  will  involve  approximately  492,000  square  feet  of  Class  A 
office  space  in  a  21  floor  tower.  Construction  is  planned  to  commence  in  the 
spring  of  1991  and  completion  is  scheduled  for  the  spring  of  1994.  This 
project  will  be  approximately  a  ten  minute  walk  from  the  proposed  Inter- 
Continental  hotel. 

725  High  Street  -  This  project  involves  three  separate  office  structures  to  be 
located  on  125  High  Street  and  is  developed  and  owned  by  Spaulding  & 
Slye/Prospect/NET,  a  partnership.  One  tower  of  approximately  950,000 
square  feet  of  office  space  is  expected  to  open  in  January  1991.  The 
rehabilitation  of  three  smaller  historic  buildings  will  open  in  Januan,'  1991 
with  an  additional  40,000  square  feet.  A  smaller  tower  of  approximately 
500,000  square  feet  of  office  space  is  expected  to  open  in  July  1991.  Over 
550,000  square  feet  of  the  project  is  pre-leased  to  New  England  Telephone. 

World  Trade  Center  11  -  This  S525  million  project  is  the  second  phase  of  the 
World  Trade  Center,  a  mLxed-use  development.  The  project  is  being 
developed  by  the  John  Drew  Company  and  is  owned  by  John  Drew  Co./ 
Fidelity  Investments.  According  to  the  developer,  the  second  phase  includes 
the  construction  of  two  buildings.  The  first  building,  scheduled  for  completion 
in  late  1994,  includes  450,000  square  feet  of  office  space,  20,000  square  feet 
of  retail  space,  and  250,000  square  feet  allocated  to  a  future  hotel  develop- 
ment. The  second  building,  scheduled  for  1998  completion,  is  planned  to 
include  560,000  square  feet  of  office  space  and  30,000  square  feet  of  retail 
space. 

Two  International  Place  -  is  the  second  phase  of  the  International  Place 
development  on  High  Street  and  Oliver  Street.  A  second  tower  including 
750,000  square  feet  of  office  space  is  scheduled  to  be  under  construction  in 
the  fourth  quarter  of  1990  with  a  late  1992  completion. 

One  Lincoln  Street  -  This  project  involves  a  35  story  tower  of  approximately 
1  million  square  feet  of  office  space  and  approximately  20,000  square  feet  of 
retail  space.     The  building  will  also   include  over  900  parking  spaces. 
Metropolitan  Structures  is  the  owner  and  developer  of  the  project.  All  zoning 
and  permits  are  in  place  and  the  contractor  is  secured,  however,  construction 
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will  not  commence  before  the  property  is  approximately  40  percent  pre-leased. 
Metropolitan  Structures  estimates  that  the  project  will  not  be  completed 
before  late  1994. 

South  Station  -  This  project  is  proposed  by  Tufts  University  Development 
Corporation,  a  wholly-owned  subsidiary  of  Tufts  University.  The  project  is 
proposed  to  include  three  separate  buildings  involving  approximately  1  million 
square  feet  of  office  space,  approximately  578,000  square  feet  of  biomedical 
research  and  development  space  for  Tufts  University,  and  a  hotel.  The  first 
floor  of  the  office  tower  is  planned  to  house  a  MBTA  Bus  Terminal.  This 
project  will  be  developed  in  phases  and  may  be  separated  and  sold  as 
individual  projects.  Planning  of  the  project  is  still  in  the  preliminary  stages, 
however,  existing  plans  target  early  1993  as  a  completion  date  for  the  Bus 
Terminal  and  late  1995  as  a  completion  date  for  the  office  tower. 

Central  WJiarf  Project  -  This  project  is  proposed  by  the  Boston  Redevelopment 
Authority  and  the  New  England  Aquarium  Corporation.  These  two 
organizations  own  the  land  for  the  project  and  are  in  the  process  of  soliciting 
developer  interest.  The  present  program  involves  the  development  of 
approximately  300,000  square  feet  of  Class  A  office  space  and  approximately 
50,000  square  feet  of  retail  space  and  approximately  250,000  square  feet  has 
been  allocated  for  future  development  of  a  hotel.  The  project  would  require 
the  relocation  of  the  New  England  Aquarium  to  Charlestown,  therefore  is  not 
likely  to  happen  until  after  1997. 

•  Boston  Crossing  and  Commonwealth  Center  -  These  projects,  proposed  by 

developers  F.D.  Rich  and  Campeau,  respectively,  are  currently  on  hold  as  a 
result  of  financial  difficulties.  These  projects  would  have  delivered  2.8  million 
square  feet  of  office  space  between  1992  and  1995. 

The  Boston  Redevelopment  Authority  and  the  city  of  Boston  have  been  active  in  controlling 
development  in  the  city  of  Boston.  Long  term  plans  involve  the  redevelopment  of  the  mid- 
town  area  northeast  of  the  Theatre  District  and  east  of  the  Boston  Commons.  New  zoning 
in  the  area  promotes  large  scale  office,  commercial,  and  retail  development.  As  the 
regional  economy  recovers,  development  activity  is  likely  to  occur  in  the  mid-town  area. 

Convention  Activity 

Convention  Center  Description 

In  the  last  decade,  Boston  has  added  three  convention  facilities  to  the  downtown  area.  The 
Bayside  Expo  Center,  located  near  the  University  of  Massachusetts  Boston,  opened  in  1983 
with  over  183,000  square  feet  of  meeting  and  exhibit  space.  The  World  Trade  Center, 
located  at  Commonwealth  Pier  on  the  waterfront  of  South  Boston,  opened  in  1986  with 
over  142,000  square  feet  of  meeting  and  exhibit  space.  The  John  B.  Hynes  Veterans 
Memorial  Convention  Center  re-opened  in  1988  with  over  434,000  square  feet  of  meeting 
and  exhibit  space.  The  table  on  the  next  page  details  the  type  of  facilities,  number  of 
meeting  rooms,  and  square  footage  of  the  facilities  in  these  three  convention  centers. 
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CONVENTION  FACILITIES   IN  DOWNTOWN  BOSTON 


Facil  ity 

Meeting  Rooms 
Number  So. Ft. 

Exhibil 
Number 

t  Halls 
So. Ft. 

Bal 1  rooms 
Number  So. Ft. 

Multipurpose 
Square  Feet 

John  B.  Hynes 
Veteran 
Convention  Ctr. 

38 

72,324 

5 

193,000 

3 

24,544 

145,000 

World  Trade 
Center 

13 

15,700 

1 

120,000 

1 

5,500 

n/a 

Bayside  Expo 
Center 

7 

16,900 

3 

166,722 

n/a 

n/a 

Source:    Greater  Boston  Convention  and  Visitors  Bureau,  Inc. 

The  addition  of  these  convention  facilities  has  had  a  positive  impact  on  the  city's  hotel 
market.  The  Hynes  Veterans  Convention  Center  has  5,000  guest  rooms  within  five  blocks. 
This  is  attractive  to  convention  meeting  planners  considering  the  Boston  area  for  meetings. 
The  World  Trade  Center  and  the  Bayside  Expo  Center  both  have  over  1,500  guest  rooms 
in  the  immediate  vicinity.  During  citywide  conventions,  these  hotels  are  filled  and  demand 
overflows  to  surrounding  market  areas,  including  the  Financial  District. 

Convention  Activity 

The  opening  of  the  John  B.  Hynes  Veterans  Memorial  Convention  Center  in  1988  has  had 
a  positive  impact  on  the  lodging  market  in  downtown  Boston.  The  number  of  convention- 
related  visitors  to  Boston  increased  5.3  percent  in  1988  and  7.0  percent  in  1989.  The  table 
below  provides  estimates  on  the  growth  of  convention  related  visitors  to  the  Boston  area 
and  the  estimated  economic  impact  of  these  visitors. 

CONVENTION  RELATED  VISITORS  AND 
ESTIMATED  ECONOMIC   IMPACT 

Number  of  Convention  Estimated  Total 

Year  Related  Visitors  Economic   Impact 

1986  851,000  $  1.10  billion 

1987  950,000  1.20  billion 

1988  1,000,000  1.30  billion 

1989  1,070,000  1.46  billion 

Compound  Annual 

Rate:  7.5%  9.9% 

Source:      Greater  Boston  Convention   and  Visitors  Bureau. 

According  to  the  Greater  Boston  Convention  and  Visitors  Bureau,  Boston  had  31  citvwide 
conventions  in  1989,  and  will  have  40  by  the  end  of  1990.  Citywide  conventions  are 
programs  that  reserve  2,500  or  more  guest  rooms.  Convention.s  of  this  size,  when  combined 
with  existing  commercial  and  leisure  lodging  demand,  results  in  sold-out  conditions  at 
surrounding  hotels. 


o 
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The  Greater  Boston  Convention  and  Visitors  Bureau  (GBCVB)  was  established  in  1976  to 
promote  Boston  as  a  tourist  and  convention  destination.  The  Bureau  attends  travel 
corporate,  association,  and  travel  trade  shows;  solicits  convention  business-  generates  leads 
for  groups  interested  in  the  Boston  area;  and  promotes  the  city  through  advertising  and 
marketing.  Local  leaders  from  the  hotel,  restaurant,  and  service  industry  in  downtown 
Boston  have  recently  voiced  views  that  the  GBCVB  has  not  been  effectivelv  attractin" 
groups  and  conventions  to  the  area.  The  position  of  the  President  of  the  GBCVB  is 
currently  vacant,  and  the  bureau  reportedly  lacks  direction.  Based  on  the  level  of 
importance  and  general  concern,  the  GBCVB's  lack  of  effectiveness  and  direction  should 
be  corrected  in  the  near  future.  .^^uuiu 

According  to  the  GBCVB,  Boston  competes  with  over  fiftv  cities  in  the  United  States  for 
conventions  and  trade  shows.  Despite  the  limited  size  of 'the  facilities  in  Boston  the  citv 
IS  successful  in  attracting  small  to  mid-sized  national  and  regional  events.  Most  conventions 
are  oriented  towards  medical  or  high-technology  as  a  result  of  Boston's  position  in  the 
marketplace.  ^        win,  luc 

In  comparison  a  greater  number  of  the  conventions  and  trade  shows  held  in  Boston  occur 
in  even  years  According  to  the  GBCVB  most  re-occurring  national  and  regional  evem 
meet  every  other  year,  or  at  alternate  (i.e.  north-south  and  east-west)  locations  In  the 
future,  this  trend  is  e.xpected  to  continue,  unless  the  GBCVB  can  attract  new  conventions 
and  trade  shows  As  a  result  of  the  predominance  of  conventions  meeting  on  an  "even  year' 
cycle,  the  GBCVB  predicts  that  in  1991,  the  city  will  have  approximateirsO  citvwide 
conventions,  far  less  than  the  40  e.xpected  to  occur  in  1990.  Th'^  deceased  nuSbe  of 
conventions,  m  part,  is  e.xpected  to  contribute  to  a  decline  in  the  agaregate  rnarke 
occupancy  in  1991.   Based  on  the  level  of  tentative  and  definite  bookings  °convent'^n  and 

and  1995°"  ""'"''  "  ""''"''"'  '°  ''  '^'°"^  '"  '''"  ^"^  '''''  ^"^  more^moderate  in  1993 
Tourism  Activify 

Tourism  Attrnctinn«; 

Boston's  most  prominent  attraction  is  the  Freedom  Trail;  a  walking  tour  linkine  16 
historical  sites  such  as  the  State  House  and  Archives,  Quincv  Market,  Faneu  1  Hal  Paul 
Revere  House,  the  U.S.S.  Constitution  (Old  Ironside),  and  the  Bunker  Hill  Monument  and 

SrTe^Pa^w'S'r m"''"''  '\'  ^^"  ^"^'^"^  ^^"^"""'  ^^^  ^-^-  Harb'rw  k 
Boston  Tea  Party  Ship  &  Museum,  the  Boston  Common,  and  the  Back  Bay  District    The 

city  has  many  fine  museums  including  the  Museum  of  Science,  the  Museum  oFne  Arts 
and  the  Gardner  and  Children's  Museum.  ' 

DatfeTnT'-fl^^ni'T  ^"  '^'  ?°''°"  ''""  '^  ''^°"g  year-round;  however,  it  exhibits  seasonal 
pattern  The  peak  sea.son  for  tourism  in  the  Boston  area  extends  from  June  to  September 
tfZ-f%uT^  the  summer  months  when  families  take  vacations.   In  late  SeptembeTthe 

states.  Leaf  Lookers,  as  the  visitors  during  this  season  are  called,  primarily  visit  north- 
eastern Massachusetts,  New  Hampshire,  and  Vermont.    Boston  is  t^ically  the  point  of 
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arrival  and  departure  for  tours  and  accordingly,  benefits  from  this  season  as  tourists  include 
Boston  as  a  stop  during  the  trip. 

The  site  for  the  proposed  Custom  House  Inter-Continental  Hotel  is  located  central  to  t^vo 
0  the  busiest  tourist  attractions.  The  site  is  located  across  the  street  from  the  Faneuil  Hall 
Marketplace  and  one  block  from  the  New  England  Aquarium. 

'^/  u-T^'^i  ^^"  '^^^''i^'^^P'^^^'  developed  by  the  Rouse  Company,  consists  of  three 
refurbished  buidmgs:  the  South  Market,  the  North  Market,  and  the  Quincy  Market  The 
Faneuil  Hall  Marketplace  is  a  popular  tourist  destination  with  over  P5  shoos  over  ^S 
restaurants  and  attractions.  Over  14  million  people  visit  Faneuil  Hall  Marketplace  annualfy. 

The  New  England  Aquarium  is  one  of  the  busiest  tourist  attractions  in  the  Boston  area  and 
IS  located  one  block  trom  the  site  for  the  proposed  hotel.  Originally  designed  for  600  000 
visitors  each  year,  the  facility  attracted  approximately  1.3  million  visitors  in  989 
Appro.ximately  ^0  percent  of  these  visitors  are  tourists  from  outside  the  eastern 
Massachusetts  area.  The  facility  has  more  than  eight  major  exhibits  featurina  freshwater 
and  tropical  fish,  seals,  dolphins,  etc.  Long  term  plans  are  to  build  a  new  and  lara 
;^e' t'firviars      '^''^'"^°""  ^^^^  ''  ^°^^"^°-"-   '^'''^  '^  ""likely  to  take  place  within  The 

Visitation 

The  number  of  tourist  visitors  to  Massachusetts  has  grown  at  a  0.7  percent  compound 
annual  rate  between  1986  and  1989  according  to  the  Massachusetts  office  of  TraTi  and 
Tourism.  The  table  be  ow  illustrates  the  growth  of  domestic  and  international  oumm  in 
the  Commonwealth  of  Massachusetts.  ^uuumh  m 

TOTAL  DOMESTIC  AND  INTERNATIONAL  VISITORS 
COMMONWEALTH  OF  MAS<;Ar.HII«;FTT<; 

Yea^  S°"^%^tic       International         Total 

Ilir  Visitors         Visitors         Visitors 

1985  25,300,000         1,082,000         25382000 

llioVoan  y.iy  I'llTslZ 

r-    .  ^0, 800,000  1    324    000  9Q    t)a    nnn 

M.     1989  25,500.000  \f2o:Z  UlUilZ 


Compound 

Annual  Growth:      0.3%  g  5% 


0 . 7% 


Source:     Massachusetts  Office  of  Travel   and  Tourism. 

weakne^s^ofThri^^'^^  'n''  '^'''^'  '^"^  ^°  ''""'"'^^^^  ''"  '"^^'""^tional  travel  spurred  by  the 
weakness  of  the  U.S.  dollar,  increases  in  domestic  travel  due  to  terrorism  abroad  and  an 
increase  m  population  over  50  years  of  age  which  is  the  peak  travel  popuaUonT^e 
majoruy  of  domestic  totirism  to  Boston  originated  in  the  Northeast  The  Ma^  achusl^t 
Depa  tment  of  Tourism  has  begun  an  advertising  campaign  to  reach  beyond  the  e  reaion^^^ 
boundaries  with  an  advertising  campaign  on  nafmnal  television  = 
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nternational  tourism  to  Boston  has  shown  strong  growth  during  the  last  few  years 
International  passenger  traffic  at  Logan  International  airport  grew  at  a  9  9  nercent 
compound  annual  rate  from  1986  to  1989.  Similarly,  the  Massachusetts  Office  of  Travel 
and  Tourism  estimates  that  international  visitors  to  Massachusetts  increased  at  compound 
annual  rate  of  9.^  percent  over  the  same  period.  It  is  estimated  that  appro.ximatelv  I  S 
milhon  international  visitors  will  visit  Boston  in  1990.  Massport,  the  Greater  Boston 
Convention  and  Visitors  Bureau,  The  Massachusetts  Office  of  Travel  and  Tourism  and 
several  trade  travel  organizations  have  planned  an  international  marketing  campaign  to 
solicit  future  international  tourism.  The  campaign  has  targeted  the  United  Kingdom  and 
Japan  as  primary  sources  of  international  tourism.  France,  the  Netherlands,  Germany  Italy 
Belgium,  and  Spain  are  targeted  as  secondary  sources  of  tourism.  The  campaign  includes 
press  trips  to  travel  trade  shows,  and  special  packages  offered  through  commercial  airlines 
and  travel  companies.  ainnics 

According  to  the  Massachusetts  Office  of  Travel  and  Tourism,  approximately  65  percent  of 
total  visitor  spending  in  Massachusetts  takes  place  in  the  Boston  area,  as  the  citv  itself  is 
the  major  tourist  attraction  in  the  state.  The  tchle  below  illustrates  the  economic  impact 
of  these  visitors  to  Boston.  >>^ipa^\. 

TOTAL  VISITORS  AND  THEIR  EXPENDITURES 
BOSTON.    MASSACHUSETTS 


n       ,  Total    Economic 

1989  d  77n  nno  M?  ?^    ^°" 


4-370,000  2.01   Billion 

Compound 

Annual   Growth  -0.53%  3   7% 

Source:     Greater  Convention  and  Visitors   Bureau  of  Boston. 

rn^tTasttv^raU^e^rrTTel'^r ''"k"^  ".  ^'^  "'"'^  '''''^  ^'^^^^S'^  g^°-^h  has  slowed 
QS7  onw  ?!  ^         Joo^  ^°^'''  """'''^'  °^  ^^"'■'s^s  to  Boston  increased  3.6  percent  in 

1987  and  4.4  percent  in  1988.  According  to  the  Greater  Boston  Convention  and  Visitors 
Bureau,  totinsm  growth  peaked  in  1988  as  a  result  of  the  press  the  area  received  during  the 
presidential  campaign.  Tourist  visitation  declined  in  1989,  and  growth  is  iwcted  to  be 
more  conservative  m  the  1990s  as  a  result  of  increased  gasoline  prices,  iecXsed  growth 
m  disposable  income,  increased  airfares,  the  slow-down  of  the  national  econorJy    ^ 

Transporfntinn 
Airport 

nation'!.'nd°P?h  l"''''"f  •  °"^'  ^'^P^/^  (Logan)  was  ranked  the  tenth  busiest  airport  in  the 

rnZl      ^  busiest  in  the  world.  Domestic  passenger  traffic  increased  at  a  2  1  percent 

ompound  annual  rate  from  1985  through  1989.   However,  after  strong  growth  in    9^86  and 

1987,  airline  traffic  decreased  0.14  percent  in  1988  and  7.7  percent  1989    According  to  tEe 
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Director  of  Aviation  Planning  at  Logan,  the  number  of  domestic  passengers  decreased  in 
1988  and  1989  primarily  as  a  result  of  the  Eastern  Airlines  Strike.  Other  carriers  such  as 
American,  Continental,  and  the  Trump  Shuttle  have  picked  up  the  Eastern  routes  and 
domestic  passenger  traffic  is  up  seven  percent  in  1990  compared  to  1989. 

As  shown  in  the  following  table  international  passenger  activity  to  Boston  Lo^an 
International  Airport  has  increased  at  a  9.9  percent  compound  annual  rate  during  °he 
period  198:,  through  1989.  According  to  Aviation  Planning,  this  trend  has  continued  as 
international  pa.ssenger  traffic  is  up  18  percent  in  1990  from  the  levels  in  1989  Lo^an 
presently  has  13  foreign  commercial  carriers  with  over  90  scheduled  international  fli  °hts 
each  week.  The  airport  plans  to  aggressively  market  to  international  passenger  traffic 
Massport  is  planning  to  double  the  capacity  of  present  custom  services  to  attract  more 
foreign  carriers.  The  planning  department  is  also  working  with  the  Federal  Aviation 
Administration  to  increase  runway  capacity  by  changing  Oight  patterns.  Changes  would 
enable  the  airport  to  accommodate  larger  aircraft  such  as  Aerobus,  and  Boeing  757  and 

GROWTH   IN  PASSENGER  TRAFFIC 
LOGAN   INTERNATIONAL  ATRPQRT.    BOSTON 

Domestic  Percent  International  Percent 

Year Passengers  Growth  Passengers  -  Growth 

1985  18,234,556  --  %  2,217  495  »/ 

-    192^  20,.595,519  4.0  2  687  528  10^ 

1588  20,556,377        ■        -0.1  3  093630  )^: 

^989  18,981,772  -7.7  tnlllll  Vs 

Compound 

Annual   Growth:  i.o%  g  9% 

Source:    Logan   International   Airport  Aviation  Planning.       " 
Highways 

The  development  of  an  efficient  transportation  system  has  been  an  important  factor 
contnbutmg  to  the  economic  growth  of  the  greater  Boston  area.    A  modem  net^vo?k  0 
highways  gives  the  greater  Boston  area  access  to  major  markets  in  the  Northeast  and 

Znf.  n  T"  ^^^/k  ^  ^TT''  ^^^  "^^  *^^^"^'y  ^^^^^^^^  circumferential  highways  around 
ITZ  wT  ""'f  S^  suburban  commuters  and  travelers  as  a  thoroughfare  to  t'he  major 
arterial  highways  leading  to  and  from  Boston.  These  highways  include  Interstate  93  the 
principal  route  for  travelers  entering  Boston  from  Vermont  and  New  Hampshire  'and 
interstate  95  is  the  major  north-south  coast  highway  linking  Maine  to  Florida  '  The 
Massachusetts  Turnpike,  Highway  90,  connects  Boston  with  western  suburbs  and  with  the 
cities  ot  Springfield  and  Albany. 

The  Third  Harbor  Tunnel/Central  Artery  Project  is  a  $4.5  billion  infrastructure  project  that 
will  ease  surface  traffic  through  Boston  and  to  the  airport.  The  Harbor  Tunnel  Project  is 
completely  funded  and  is  presently  in  the  final  design  phase.  Construction  is  scheduled  for 
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completion  in  1993.  The  tunnel  will  be  open  for  taxis  and  buses  in  1993  and  will  open  for 
automobiles  m  1994.  The  tunnel  will  e.xtend  from  the  southern  tip  of  Logan  International 
Airport  and  will  go  under  the  harbor  to  South  Boston.  In  South  Boston,  traffic  will  be  able 
to  access  Interstate  93  and  the  Massachusetts  Turnpike.  This  tunnel  will  ease  traffic  to  and 
trom  the  airport. 

The  Central  Arte^  project  involves  the  development  of  a  highway  corridor  that  will  travel 
under  downtown  Boston  Upon  completion,  the  central  artery  will  have  four  lanes  of  traffic 
in  both  directions  and  will  extend  from  Kneeland  Street  in  Chinatown  north  through  do^vn- 
town  to  the  Causeway  and  the  Boston  Garden.  Upon  completion  of  the  underground  road 
systems,  the  existing  above-group  suspended  roadway  will  be  dismantled.  Surface  roads  for 
local  traffic  will  be  constructed  along  the  path  of  the  arterv.  Four  blocks  alona  the  site  for 
the  proposed  Inter-Continental  hotel,  the  surface  land  will  be  turned  into  a  p°ark  and  will 
become  an  extension  of  the  existing  waterfront  park. 

The  Central  Artery  project  has  been  funded  for  design  and  engineering  and  the  final 
Environmental  Impact  Study  (EIS)  should  be  completed  bv  November  The  EIS  will  be 
presented  to  the  tederal  government  in  November  and  final  funding  is  expected  to  be 
approved  by  the  end  ot  1990.  If  federal  funding  is  granted,  construction  will^bel  n  in  the 
spring  of  1991  and  is  not  expected  to  be  completed  before  the  turn  of  the  century. 

Public  Trnnsnortntinn 

■  H^^K  ^'^"^''^  development  has  resulted  in  extreme  congestion  on  the  highways  and  citv 
streets.  The  irregular  street  network  and  lack  of  available  parking  spaces  has  forced  the 
city  to  seek  alternative  forms  of  transportation.    Boston  has  a  mlde?^  ul^vay  nenvork 

■T- and  h.'fn'  ^.^,f  ^^^^^.f  "^  ^^  ^-"^'^  Authority  (MBTA).    The  subway  is  caHed  the 
T  and  has  four  different  "lines"  extending  to  the  different  areas  of  the  citv    The  subwav 

"^i^llT^rT  "  '''  '°""^°""  ^'"^"'^•^'  ^'^^"^^  ^"^  P'-^-des  tour     s' and  res^dnt 
w.  h  safe  efficient  transportation.    The  proposed  Custom  House  Inter-Continental  S 

Li  e"'^e°SL"r '  'T  ^'^  ""^^  England  Aquarium/State  Street  Stat'of  t^    "b,u 
Line     The  Blue  Line  also  stops  at  Logan  International  Airport.  From  the  Airport  Stadon 
guests  would  commute  uvo  stops  to  the  New  England  Aquarium/State  Stree^?ta  on   ^e 
MBTA  IS  planning  to  expand  the  platform  of  the  New  England  Aquarium/S^ate  Street 
S  a  ion  by  SLx  car  lengths.    An  additional  street  entrance  will  be  created  at  the  corner  o 

-Sntmem^l  Hotef  "c?  ^.^^"^"'^^  '^""^^'  ^'^"^""^ ''  ^^^  P^P^^^  Custom  Hou^e 

nniT^n'  ll'''°  ?''°''''^''^  ''•'^'"  '^^  S'"^^"'"  ^°^^°"  ^'^^  by  the  MBTA,  Greyhound  Bus 
L  nes,  and  other  private  companies  such  as  Brush  Hill  Transportation  Company  Saud 
Bu  Company,  and  Peter  Pan  Bus  Lines.  Several  commuter  rail  lines  provide  tranpoation 
to  the  surrounding  suburban  communities.  i^punauon 

Rniirofld 

Amtrak  provides  service  to  downtown  Boston  at  both  the  South  and  Back  Bay  Stations 

?he  RnTn  7  ."T  ^T  "^'^  ^°^'  ^'^y  '^  P^°^''^^^  '^'^  h^'f  f^o^--  on  the  hour  al  da  " 
The  Railroad  station  closest  to  the  Financial  District  and  the  proposed  Custom  Hoi'e 

Imer-Contmental  Hotel  is  the  South  Station  which  is  approximately  a  ten  minute  walk  from 
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Summary  of  Market  Aren  Analysis 

Despite  the  deceleration  of  the  economy,  the  demand  for  lodging  in  the  downtown  Boston 
has  remained  strong.  The  downtown  Boston  lodging  market  contains  a  diverse  mix  of  room 
night  demand  generators  less  sensitive  to  the  slowdown  of  the  regional  market.  An 
extraordinary  concentration  of  premier  universities,  research  and  teaching  hospitals,  high- 
technology  companies,  support  services  and  a  well-educated  labor  pool  combine  to  form  one 
of  the  best  environments  in  the  nation  for  innovation  and  economic  growth.  Further, 
convention  and  tourism  activities  will  continue  to  play  an  integral  role  in  the  Boston 
economy.  In  the  future,  taking  these  factors  into  consideration  leads  to  projections  of 
renewed  growth  both  in  employment  and  productivity  in  the  Boston  area  in  the  1990s. 
According  to  The  Howell  Report,  dated  October  1990,  economic  recovery  could  begin  as 
early  as  the  forth  quarter  of  1991,  but  is  more  likely  to  begin  by  mid-year  1992,  only  if 
public  and  private  sectors  unite  to  develop  and  implement  an  economic  recoverv  plan. 
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SECTION  V 
COMPETITIVE  ENVIRONMENT 


COMPETITIVE  ENVIRONMENT 


General 


The  lodging  supply  in  downtown  Boston,  as  estimated  by  the  Boston  Redevelopment 
Authority  (BRA),  has  increased  from  approximately  6,907  rooms  in  1980  to  11,792  rooms 
in  1990,  roughly  a  sLx  percent  compound  annual  increase.  During  this  period,  and  in  spite 
of  this  increase  in  rooms  supply,  the  average  annual  market  occupancy  rate  has  reportedly 
never  been  below  68  percent.  The  proportionately  high  number  of  and  demand  for  first- 
class  and  luxury  accommodations  in  Boston  contributes  to  the  city's  high  average  room  rate, 
ranked  second  in  the  nation  as  of  June  1990,  by  Smith  Travel  Research. 

Lodging  Sub-Mnrkcts  in  Downtown  Boston 

The  downtown  Bo'^ton  lodging  market  consists  of  the  Back  Bay.  Financial  District, 
Waterfront,  Government  Center,  Airport,  and  Outlying  sub-markets.  These  sbc  lodging  sub- 
markets  in  Boston  are  briefly  described  below. 

Back  Bay  is  the  strongest  performing  lodging  sub-market  in  Boston.  Lodging- 
related  demand  generators  and  attractions  consist  of  the  Hynes  Convention 
Center,  approximately  8.5  million  square  feet  of  office  space,  the  Public 
Gardens,  theatres,  museums,  and  Newbury  Street's  upscale  restaurants  and 
shops.  Business  concerns  located  in  the  Back  Bay  consist  of  insurance, 
advertising,  and  public  relations  firms.  Of  the  28  hotels  located  within  the 
Back  Bay,  seven  directly  participate  in  city-wide  conventions  held  at  Hynes 
Convention  Center.  As  a  result  of  conventions,  Back  Bay  hotels  frequently 
operate  at  capacity,  creating  a  significant  amount  of  turnaway  demand. 

Financial  District  is  dominated  by  banking,  law,  accounting,  and  other 
professional  service  firms.  Within  the  sub-market  is  roughly  25.5  million 
square  feet  of  office  space,  or  63.4  percent  of  the  total  downtown  market. 
Commercial  individuals  and  group  meetings  account  for  the  majority  of  the 
demand  in  this  sub-market.  However,  the  Financial  District  is  also  proximate 
to  tourist  attractions,  enabling  properties  to  capture  discretionary  demand. 
During  city-wide  conventions,  the  hotels  located  in  the  Financial  District 
accommodate  a  significant  amount  of  overflow  demand  from  the  Back  Bay 
sub-market,  boosting  the  occupancies  of  the  hotels. 

Waterfront  hotels  are  attractive  to  both  commercial  individuals  and 
discretionary  travelers.  Commercial  travelers  consider  the  waterfront  an 
attractive  alternative  to  other  sub-markets  in  Boston,  due  to  its  proximity  to 
the  Financial  District,  Fanueil  Hall  Marketplace,  and  Logan  International 
Airport. 

Government  Center  lacks  any  significant  hotel  demand  generators.  Conse- 
quently hotel  development  has  been  minimal,  as  only  one  hotel  is  located  in 
this  area. 
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Airport  hotels  primarily  accommocliite  travelers  seeking  the  convenience  of 
lodging  adjacent  to  Logan  International.  The  majority  of  the  business  activity 
in  the  sub-market  include  corporate  travelers  and  airline  crews. 

Outlying  hotels  collectively  constitute  a  sub-market,  since  they  are  located  in 
diverse  geographical  areas  of  Boston,  separate  from  those  listed  above. 
Activity  in  the  outlying  areas  primarily  consists  of  hospital,  educational, 
"turnaway"  demand  from  the  city,  and  discretionary-related  travel.  Overall, 
most  of  the  properties  in  the  outlying  sub-market  are  mid-level  or  budget- 
oriented  hotels. 

Certain  sub-markets  are  also  classified  in  terms  of  their  uptown  and  downtown  locations. 
The  uptown  market  consists  of  hotels  located  in  the  Back  Bay  and  the  downtown  market 
consists  of  the  hotels  located  in  the  Financial  District  and  the  Waterfront  sub-markets.  In 
comparison,  in  1990,  the  competitive  properties  located  within  the  uptown  market  are 
expected  to  achieve  an  average  room  rate  of  approximately  $196,  and  the  competitive 
properties  located  in  the  downtown  market  are  expected  to  achieve  a  $170  average  room 
rate.  The  higher  achieved  room  rate,  in  part,  is  attributed  to  the  competitive  hotels  located 
in  the  uptown  market.  Also,  the  uptown  market  has  a  slight  advantage  over  the  downtown 
market  in  attracting  the  higher-rated  luxury  travelers,  due  to  the  Back  Bays  more  upscale 
ambiance. 

Types  of  Accommodations 

The  Boston  lodging  supply  consists  of  35  hotels  represented  by  most  major  chains,  in 
addition,  to  several  independent  properties.  Over  the  last  ten  years,  hotel  development  in 
Boston  has  been  concentrated  in  the  first-class  and  luxury  categories.  According  to  the 
BRA,  the  4,885  hotel  rooms  built  since  1980  represent  over  40  percent  of  the  total  available 
supply.  Of  this  number  1,082  rooms  or  22  percent  were  in  the  luxury  category;  3,494  rooms 
or  71  percent  in  the  first-class  category;  343  rooms  were  mid-level;  and  no  rooms  were 
constructed  in  the  budget  category.  The  table  presented  below  illustrates  hotel 
accommodations  in  Boston  by  sub-markets  and  category. 
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First 
Hotels 
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Rooms 

Mid- 
Hot  e 
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s  Rooms 
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. 
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T) 

568 

7 

5 

220 

3 
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3 

413 

28 
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Financial  District 

2 
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2 

1 

040 

0 

0 

0 

0 

4 

1,523 

Waterfront 

1 

230 

1 

400 

0 

0 

0 

0 

2 

630 

Government  Center 

0 

0 

0 

0 

1 

301 

0 

0 

1 

301 

Ai  rport 

0 

0 

0 

0 

2 

782 

0 

0 

2 

782 

Outlying 

_0 

0 

_1 



310 

_3 

452 

_7 

732 

ii 

1.494 

Total s 

18 

1.281 

11 

6 

970 

9 

2.396 

10 

1,145 

35 

11.792 

Sources:  8.R.A.  Research  Department  1987  Hotel  &  Convention  Center  Survey.  (Although  the  toble  is  based  on  1987 
research,  it  is  considered  current,  as  no  hotels  have  been  added  since.) 

The  development  trend  in  Boston  towards  first-class  and  luxury  accommodations,  in  part, 
is  derived  from  the  city's  visitor  profile.  In  Boston,  the  visitor  orofile  is  upscale,  due  to 
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Boston's  position  as  the  financial,  medical,  educational,  and  cultural  center  in  New  England. 
However,  more  relevant  is  the  high  costs  of  land  acquisition  and  development.  Regardless 
of  demand  for  budget  and  mid-level  hotels,  this  type  of  development  is  not  financially 
feasible.  This  trend  is  expected  to  continue  as  the  costs  of  land  acquisition  and 
development  in  Boston  increase. 

Competitive  Supply 

Based  on  our  fieldwork  and  research,  sLx  lodging  facilities  with  a  total  of  1,674  rooms 
comprise  the  primary  competitive  supply.  Five  properties  are  considered  luxury  and  one  is 
considered  first-class;  however,  all  properties  are  expected  to  achieve  an  average  daily  rate 
in  excess  of  $160  in  1990.  Two  hotels  are  located  in  the  Back  Bay,  two  are  located  in  the 
Waterfront,  and  two  are  located  in  the  Financial  District.  Although  located  in  different 
geographic  areas,  all  properties  are  considered  competitive,  as  they  all  compete  for  the 
higher-rated  lodging  demand  in  Boston.  Our  competition  evaluation  included  management 
interviews  and  an  analysis  of  each  property's  marketing  orientation,  reputation,  chain 
affiliation,  quality  and  scope  of  facilities,  room  rate  structure,  location,  and  special  services. 

The  following  table  presents  the  selected  competitive  supply.  Pertinent  operating  statistics, 
facilities  descriptions,  and  other  information  concerning  these  hotels  is  presented  as 
Appendix  A  of  this  report.   A  map  illustrating  their  locations  is  presented  as  Appendix  B. 

COMPETITIVE  SUPPLY 

PROPOSED  INTER-CONTINENTAL  HOTEL 

BOSTON.  MASSACHUSETTS 

Property ■  Number  of  Rooms 

Bostonian  Hotel  152 

Boston  Harbor  Hotel  230 

Four  Seasons  Hotel  288 

Marriott  Long  Wharf  400 

Hotel  Meridien  •               326 

Ritz-Carlton  Hotel  278 

Total  1,674 

The  following  paragraphs  provide  insights  concerning  the  individual  properties,  based  on 
interviews  with  management,  tours  of  the  facilities,  and  knowledge  of  the  Boston  market 
area. 

Bostonian  Hotel 

The  152-room  Bostonian  Hotel,  owned  by  local  businessman  Arthur  Wynn  and  managed 
by  Fisher  Hotel  Group,  opened  in  1982  as  Boston's  first  and  only  luxury  boutique  hotel. 
This  hotel  is  a  member  of  Preferred  Hotels  Worldwide,  a  reservation  system  for 
independently  operated  luxury  properties.  The  Bostonian  features  Seasons,  a  world-renown 
restaurant  frequented  by  Boston's  business  and  political  elite.  The  Bostonian  was 
downgraded  by  Mobil  from  a  four  star  rating  in  1988  to  a  two  star  rating  in  1989.  This  was 
a  result  of  the  condition  of  the  physical  plant,  which  has  been  allowed  to  deteriorate, 
particularly  in  the  guest  rooms.    A  high  level  of  management  and  staff  turnover  has  also 
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affected  the  hotel's  status  and  competitive  position  in  the  market.  Despite  the  hotel 
operational  and  physical  shortcomings,  its  proximity  to  Faneuil  Hall  Marketplace, 
Government  Center,  the  Financial  District,  and  the  airport,  is  considered  a  competitive 

advantage. 
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The  addition  of  new  luxury  properties,  and  the  deteriorating  quality  of  the  hotel's  facilities 
and  level  of  service,  have  significantly  weakened  the  price/value  relationship  of  the 
Bostonian.  Prior  to  the  mid-1980s,  the  Bostonian  achieved  occupancies  in  the  low-  to  mid 
eighty  percent  range,  and  it's  average  room  rate  was  among  the  highest  in  the  market.  In 
more  recent  years,  the  Bostonian's  occupancy  has  fluctuated  commensurate  with  the  market, 
but  at  slightly  less  than  fair  share,  while  it's  average  room  rate  has  failed  to  maintain  the 
growth  achieved  by  the  aggregate  market.  In  1990,  the  Bostonian  is  expected  to  achieve 
an  occupancy  of  76  percent  and  an  average  daily  room  rate  of  S163.  Although  the  hotel's 
occupancy  is  expected  to  increase  by  three  percentage  points  over  1989,  solely  a  function 
of  the  market's  performance,  it's  average  room  rate  is  expected  to  remain  flat.  The 
Bostonian's  market  segmentation  is  expected  to  be  approximately  70  percent  commercial 
individual,  10  percent  group  meetings,  and  20  percent  discretionary  traveler  in  1990.  Unlike 
most  hotels  in  the  competitive  supply,  the  Bostonian  has  a  small  amount  of  meeting/ 
conference  space,  limiting  its  ability  to  compete  in  the  group  meetings  segment. 

It  has  been  rumored  that  the  Bostonian  plans  to  add  100  rooms;  however,  this  is  unlikely 
to  occur.  Reportedly,  the  land  which  would  be  used  for  the  addition  is  expected  to  be 
taken  by  eminent  domain  by  the  State  for  a  staging  area,  as  part  of  the  Central  Artery 
project.  Second,  negotiations  for  the  sale  of  the  property  are  underway;  however,  the  status 
of  the  transaction  is  unknown.  The  Bostonian's  ability  to  compete  is  likely  to  continue  to 
deteriorate,  unless  the  property  is  renovated.  No  renovation  plans  have  been  announced. 
The  hotel's  lack  of  a  chain  affiliation,  poor  physical  condition,  and  operational  shortcomings 
will  make  it  vulnerable  to  the  proposed  Custom  House  Inter-Continental  Hotel. 

Boston  Harbor  Hotel 

The  230-room  Boston  Harbor  Hotel,  which  opened  in  the  fall  of  1987,  is  the  most  recent 
addition  to  the  lodging  supply  in  Boston.  Tlie  luxury  property  is  contained  within  Rowes 
Wharf,  a  mLxed-use  waterfront  project  featuring  condominiums,  office  and  retail  space, 
developed  and  independently  operated  by  the  Beacon  Companies  of  Boston.  The  hotel, 
designed  by  renown  architect  Frank  Nicholson,  features  well-appointed  and  spacious  guest 
rooms,  restaurants/lounges  and  public  space.  Fifty  percent  of  the  guest  rooms  are  afforded 
views  of  Boston  Harbor,  while  the  remaining  rooms  are  marketed  as  featuring  cityviews,  but 
actually  overlook  the  Central  Artery.  The  rooms  with  views  of  Boston  Harbor  have  a  S40 
rate  premium.  The  Boston  Harbor  Hotel  is  not  affiliated  with  a  major  chain,  but  is  a 
member  of  Small  Luxury  Hotels,  a  reservation  system  for  upscale  independent  hotels. 

In  1990,  the  hotel's  market  segmentation  is  expected  to  be  approximately  65  percent 
commercial  individual,  10  percent  group  meetings,  and  25  percent  discretionary  travelers. 
Compared  to  most  of  the  competitive  hotels,  the  Boston  Harbor  Hotel's  capture  of  group 
meeting  demand  is  low,  attributed  to  the  hotel's  limited  amount  of  meeting/conference 
space.  The  hotel  offers  only  5,600  square  feet  of  meeting  space,  which  is  considered  small 
compared  to  industry  standards  of  properties  of  similar  size  and  market  orientation. 
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Despite  the  limited  amount  of  function  space,  ttie  hotel  is  expected  to  generate  over  S3 
million  in  catering  revenue. 

The  Boston  Harbor  Hotel  was  intended  to  be  positioned  within  the  market  at,  or  above  the 
Ritz-Carlton.  In  fact,  in  1988,  the  first  full  year  of  operation,  the  hotel's  occupancy  was 
approximately  75  percent  with  an  average  room  rate  of  approximately  $175.  This 
exceptional  first  year  indicated  that  the  Boston  Harbor  might  eventually  outperform  the 
Ritz-Carlton.  To  a  certain  degree,  the  strong  absorption  in  1988  is  attributed  to  the 
property's  waterfront  location  and  high  level  of  unsatisfied  demand  in  the  market. 
Reportedly,  ^he  Boston  Harbor  Hotel  has  not  been  able  to  deliver  the  service  necessary  to 
outperform  the  Ritz-Carlton.  In  1990,  the  Boston  Harbor's  estimated  performance  is 
expected  to  fall  short  of  that  achieved  by  both  the  Ritz-Carlton  and  Four  Seasons. 

Based  on  Inter-Continental  Hotel  Corporation's  strong  brand  recognition  as  a  luxury 
operator,  and  the  Custom  Tower's  landmark  status,  the  Boston  Harbor  Hotel  would  be 
vulnerable  to  the  subject  hotel.  The  subject  Custom  House  Inter-Continental  Hotel  is 
expected  to  compete  directly  with  the  Boston  Harbor  Hotel.  Based  on  the  strong  brand 
recognition,  landmark  status,  quality  facilities  and  services,  the  Custom  House  Inter- 
Continental  Hotel  should  capture  a  significant  amount  of  the  Boston  Harbor's  business. 

Four  Seasons  Hotel 

The  288-room  Four  Seasons  Hotel  opened  in  1985  adjacent  to  the  Public  Gardens  in  the 
Back  Bay.  The  hotel  is  owned  by  the  joint-venture  of  Equitable  Real  Estate,  Enpro 
International,  and  Four  Seasons  Hotels  and  Resorts.  Actually  a  mixed-use  project,  the 
building  includes  94  condomiaium  units.  The  pre-selling  of  condominiums,  which  originally 
listed  for  $300,000  to  $1,000,000,  was  important  to  the  feasibility  of  the  overall  project. 

The  initial  marketing  strategy  for  the  hotel  was  reportedly  to  directly  target  the  typical  Ritz- 
Carlton  guest,  by  offering  contemporary  luxury  and  service  at  a  slightly  lower  rate.  The 
result  was  a  prolonged  period  of  relatively  low  occupancy  for  the  Four  Seasons,  as  Ritz- 
Carlton  guests  remained  loyal.  In  1987,  the  hotel's  management  began  a  less  aggressive 
rate  strategy,  and  was  the  first  luxury  property  to  focus  marketing  efforts  towards  the  group 
meetings  segment,  and  successfully  increased  the  markets  awareness  of  the  high  quality 
product  offered  at  the  Four  Seasons.  Significant  occupancy  and  average  room  rate 
increases  followed. 

In  1990,  the  Four  Seasons  is  expected  to  achieve  an  occupancy  of  79  percent  and  average 
room  rate  of  $186.  Management  attributes  the  strong  performance  to  the  pressure  of  city- 
wide  conventions  and  influx  of  international  travelers  to  Boston.  With  less  city-wide 
conventions  and  an  anticipated  decline  in  business  travel,  management  is  less  optimistic 
about  1991. 

The  hotel's  market  segmentation  is  expected  to  be  55  percent  commercial  individual,  30 
percent  group  meetings,  and  15  percent  discretionary  travelers  in  1990.  Management 
indicated  that  there  is  a  great  deal  of  opportunity  in  the  group  meetings  segment  in  Boston. 
At  30  percent  of  total  business,  the  Four  Season's  capture  of  group  meeting  demand  is  the 
strongest  in  the  competitive  supply. 
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The  Four  Seasons'  uptown  location  on  the  Public  Gardens,  established  niche  in  the  group 
meetings  segment,  and  high  quality  facilities  and  services  should  enable  it  to  continue  to 
perform  well. 

Marriott  Long  Wharf 

The  400-room  Marriott  Long  Wharf,  opened  in  1982  as  one  of  the  first  major  developments 
on  the  Boston  Harbor.  The  hotel's  waterfront  location  near  the  New  England  Aquarium, 
Faneuil  Hall  Marketplace,  and  the  Financial  District,  in  combination  with  Marriott's 
Honored  Guest  Award  program,  have  contributed  to  it  becoming  the  top  performing  first- 
class  hotel  in  Boston,  and  within  the  Marriott  system.  With  historical  average  annual 
occupancies  in  the  high  eighty  percent  range,  the  Marriott's  achieved  average  room  rates 
have  been  remarkably  close  to  luxury  hotels  in  Boston  with  significantly  higher  levels  of 
service  and  quality. 

The  Marriott  recently  completed  the  renovation  of  rooms  on  floors  one  through  sLx.  A 
complete  renovation  of  the  Concierge  Level  is  underway.  In  addition,  Marriott  plans  to 
construct  a  new  concierge  lounge  area  featuring  complimentary  breakfast,  cocktails,  hors 
d'oeuvres,  and  views  of  Boston  Harbor.  Reportedly,  management  feels  obligated  to  provide 
better  value  to  the  less  rate-sensitive  corporate  travelers.  The  hotel  also  features  a  full- 
service  business  center  and  health  club  for  corporate  travelers,  who  in  1990  comprised  43 
percent  of  the  Marriott's  total  business.  Only  five  companies  have  high  volume  corporate 
accounts  with  the  Marriott,  illustrating  its  resistance  to  offer  discounted  rates. 

The  proposed  Custom  House  Inter-Continental  is  not  expected  to  compete  directly  with  the 
Marriott  Long  Wharf.  The  subject  hotel  is  expected  to  capture  some  of  the  Marriott  Long 
Wharfs  higher-rated  demand,  due  to  the  stronger  price/value  relationship  offered  by  the 
proposed  Custom  House  Inter-Continental  Hotel. 

Hotel  Meridien 

The  326-room  Hotel  Meridien  opened  in  1981  as  a  component  of  One  Post  Office  Square, 
a  mixed-use  development  located  in  the  center  of  the  Financial  District.  Designed  by 
architect  R.  Clipston  Sturgis  and  built  in  1922  as  the  Federal  Reserve  Bank,  the  building 
has  been  declared  an  historic  landmark.  The  hotel  is  owned  and  operated  by  Meridien,  a 
French  hotel  company  with  54  properties  world-wide. 

The  Meridien,  located  in  the  center  of  the  Financial  District,  is  successfully  marketed  as  a 
downtown  commercial  hotel.  The  Meridien's  location,  considered  isolated  from  tourist 
attractions,  has  mitigated  its  capture  of  discretionary  travelers.  The  hotels  mix  of  business 
is  expected  to  be  65  percent  commercial  individual,  19  percent  group,  and  16  percent 
discretionary  travelers.  Approximately  20  percent  of  the  hotel's  business  is  international 
travelers. 

The  Meridien  has  recently  initiated  several  strategies  to  improve  its  occupancy  in  the 
coming  years.  Similar  to  most  of  the  competitive  hotels,  the  Meridien  has  increased  its 
marketing  efforts  in  the  group  meetings  segment.  The  hotel  has  also  hired  a  new 
advertising  firm  in  an  effort  to  increase  its  capture  of  discretionary  demand.  The  new 
advertising  focus  will  remove  any  mention  of  its  isolated  Financial  District  location,  which 
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is  believed  to  have  negative  connotations,  associated  with  the  Wall  Street  area  in  New  York 
City.  Additionally,  management  is  optimistic  that  it  will  benefit  from  Massachusetts'  1990 
International  Travel  Campaign,  due  to  Meridien's  strong  brand  recognition  in  Europe, 
Africa,  and  .Asia.  With  the  development  of  Post  Office  Square  Park  directly  in  front  of  the 
hotel,  management  is  optimistic  that  restaurants  and  retail  amenities  will  follow,  enhancing 
the  appeal  of  the  immediate  area. 

Compared  to  the  other  laxury  hotels,  the  interior  design  of  the  Meridien  is  plain  and 
unappealing.  Management  indicated  that  the  hotel  maintains  an  ongoing  renovation 
program;  however,  the  current  decor  will  remain.  A  new  telephone  system,  televisions,  and 
the  refurbishment  of  Julien  Lounge  is  the  most  recent  focus. 

It  is  e.xpected  that  the  proposed  Custom  House  Inter-Continental  Hotel  would  compete 
directly  with  the  Meridien.  In  terms  of  location  and  brand  recognition,  the  proposed  hotel 
has  a  competitive  advantage. 

Ritz-Carlton  Hotel 

The  278-room  Ritz-Carlton  Hotel  originally  opened  in  1927  and  operates  as  the  chain's 
flagship  property.  The  hotel  is  complimented  by  its  location  adjacent  to  the  Public  Gardens 
and  near  the  exclusive  Newbury  Street  area  of  the  Back  Bay.  The  hotel  was  originally 
constructed  with  198  rooms,  with  80  rooms  added  and  the  entire  property  renovated  in 
1986.  Over  the  years,  the  hotel  has  been  meticulously  maintained  and  has  provided  the 
highest  level  of  service,  enabling  it  to  maintain  a  loyal  base  of  business.  In  addition  to  its 
.  high  level  of  service,  attention  to  detail  and  quality  of  facilities,  the  Ritz-Carlton's  success 
can  be  attributed  to  its  strong  local  and  national  identity  symbolic  of  liDcury 
accommodations. 

For  years  the  Ritz-Carlton  relied  on  the  business  of  loyal  customers,  which  enabled  the 
hotel  to  achieve  occupancies  in  the  mid-sLxty  percent  range.  In  1987,  to  remain  competitive 
with  the  Four  Seasons,  the  hotel  increased  its  sales  and  marketing  staff  from  four  to 
fourteen,  targeting  transient  and  group  business  generated  by  firms  located  in  the  Financial 
District.  As  a  result,  the  hotel's  occupancy  increased  to  the  low-  to  mid-seventy  percent 
range. 

The  Ritz-Carlton  is  expected  to  achieve  a  market  segmentation  of  60  percent  commercial 
individual,  15  percent  group  meetings,  and  25  percent  discretionary  travelers.  Management 
indicated  that  the  group  meetings  segment  is  an  integral  component  of  the  hotel's  ability 
to  achieve  an  occupancy  in  excess  of  seventy  percent.  In  1990,  the  Ritz-Carlton  is  expected 
to  achieve  an  occupancy  of  74  percent  and  an  average  room  rate  of  S208.  Reportedly,  the 
Ritz-Carlton's  average  rate  is  positively  skewed  by  approximately  $10,  due  to  the  high 
utilization  and  significantly  higher  room  rates  for  its  48  suites.  Management  feels  that  the 
hotel  has  achieved  the  maximum  price-point  in  the  market. 

Proposed  Additions  to  Supply 

In  addition  to  the  guest  rooms  contained  within  the  existing  competitive  supply,  there  are 
a  number  of  hotel  projects  either  rumored,  proposed,  or  planned  which  would  compete  with 
the  proposed  Custom  House  Inter-Continental  Hotel.  The  project  which  has  been  included 
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in  our  analysis  is  described  below.  We  have  also  included  a  currently  unidentified  300- 
room  addition  in  January  1996  based  on  the  expected  strength  of  the  overall  market. 

Lewis  Pier  Luxury  Hotel 

A  335-room  five-star  luxury  hotel  is  planned  at  Lewis  Wharf.  The  hotel  will  be  a 
component  of  a  mixed-use  project,  which  will  also  include  a  marina  and  600-car  garage.  The 
developer  is  the  Gunwyn  Company,  a  real  estate  development  company  headquartered  in 
Boston.  Although  unconfirmed,  the  hotel  is  e.xpected  to  be  operated  by  Mandarin  Oriental 
Hotel  Group,  an  upscale  Hong-Kong  based  hotel  management  company.  The  hotel  is 
expected  to  cost  between  $300,000  and  S330,000  per  room  in  1990  dollars. 

The  developer  intends  to  create  a  niche,  focusing  on  small  groups  rather  than  commercial 
individuals,  due  to  its  inconvenient  location  relative  to  the  Financial  District.  Tl:e  hotel  is 
expected  to  compete  directly  with  the  Four  Seasons  and  Ritz-Carlton  for  discretionary 
travelers.  The  developer  expects  to  achieve  an  $180  to  $185  average  room  rate  in  1990 
value  dollars.  The  project  has  received  all  necessary  approvals;  however,  it  is  not  financed. 
Regardless  of  the  current  lack  of  financing,  the  developer  anticipates  that  the  hotel  would 
open  in  early  1994. 

Other  Potential  Additions  to  Supply 

There  are  a  number  of  other  projects  proposed  in  downtown  Boston  with  an  undetermined 
development  status  at  this  time.  These  include  a  270-room  Hyatt  conference/group  hotel 
at  Bird  Island  Flats  near  Logan  International  Airport,  a  400-room  hotel  at  Commonwealth 
Center,  the  addition  of  100  rooms  to  the  Bostonian  •  Hotel,  a  proposed  200-room 
meeting/convention  hotel  at  the  World  Trade  Center,  as  well  as  a  250-room  laxury  hotel 
at  Fan  Pier. 

Due  to  current  economic  and  capital  market  conditions,  the  precise  development  probability 
and  timing  of  the  above  projects  cannot  be  predicted  with  a  high  degree  of  certainty.  A 
number  of  the  proposals  will  not  be  developed  or  will  adopt  different  identities,  scopes,  or 
time  tables,  due  to  a  variety  of  circumstances.  However,  based  on  an  analysis  of  historical 
hotel  development  patterns  in  Boston,  and  the  fact  that  no  new  additions  to  supply  will  be 
added  between  1988  and  1992,  our  analysis  suggests  hotel  development  should  be  expected 
during  the  mid-1990s.  Consequently,  we  have  assumed  that  approximately  975  hotel  rooms 
will  be  added  to  the  competitive  supply  from  1994  through  1996,  including  the  340  rooms 
represented  by  the  proposed  Custom  House  Inter-Continental  Hotel.  This  assumption  has 
been  included  in  our  analysis.  The  assumed  timing  and  phasing  of  these  additions  are 
presented  in  the  table  in  Appendix  C. 
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Boston  Lodging  Demtind  Overview 

The  aggregate  market  occupancy  in  downtown  Boston  is  expected  to  increase  in  1990  over 
1989.  This  growth  trend  contrasts  with  the  suburban  areas  of  the  City,  namely  along  Route 
128  and  495,  which  have  exhibited  moderate  to  strong  decreases  over  the  past  year.  To 
illustrate,  Laventhol  &  Horwath's  Massachusetts  Trend  of  Business  in  the  Hotel  Industry 
dated  vear-to-date  August  1990,  states  that  the  downtown  Boston  lodging  market  increased 
from  70  percent  to  74  percent  over  1989,  while  the  Route  128  North  and  495  North  markets 
decreased  roughly  eight  percent  and  12  percent,  or  from  62  percent  to  58  percent  and  56 
percent  and  49  percent,  respectively.  Similarly,  the  report  states  that  as  of  year-to-date 
August  1990  compared  to  1989,  the  average  room  rate  in  downtown  Boston  increased 
roughly  four  percent,  while  the  Route  128  North  and  495  North  markets  have  decreased 
four  percent  and  five  percent,  respectively.  The  deteriorating  performance  of  the  suburban 
markets  is  a  result  of  the  restructuring  of  the  region's  high-technology  and  computer 
industries,  the  cutbacks  in  defence  spending  by  the  government,  and  stagnation  of  the  real 
estate  market.  Other  geographic  areas  of  the  State  are  exhibiting  similar  decreases  in 
average  room  rate  and  occupancy. 

The  downtown  Boston  lodging  market  consists  of  a  diverse  mLx  of  room  night  demand 
generators  less  sensitive  to  the  slowdown  in  the  regional  economy.  The  record  40  city- 
wide  conventions,  special  events,  influx  of  international  travelers,  and  the  depth  of  the 
commercial  base  insulated  the  downtown  Boston  lodging  market  in  1990.  The  strong 
demand  for  accommodations,  coupled  with  the  proportionately  high  number  of  first-class 
and  luxury  hotels,  has  enabled  Boston  to  achieve  the  second  highest  average  rate  in  the 
nation  at  S121  through  September  1990,  as  estimated  by  Laventhol  &  Horwath. 

Luxury  Lodging  Demand  Analysis 

Based  on  interviews  with  the  management  of  the  competitive  hotels  and  our  knowledge  of 
the  market  area's  lodging  industry,  we  estimate  the  defined  competitive  supply  will  achieve 
an  aggregate  market  occupancy  of  approximately  76  percent  in  1990.  This  equates  to  a 
demand  base  of  approximately  466,000  occupied  room  nights.  Estimated  accommodated 
demand  in  the  competitive  supply  for  1987  and  1990  is  presented  in  the  table  on  the 
following  page. 
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1987 

Room  Nights 

Demanded 

257,800 

80,000 

93,700 

Percent 

59% 

19 
_22 

1990  (1) 
Room  Nights 
Demanded 
265,600 
93,200 
107,200 

Percent 
57% 
20 
23 

'87-'90 
CAG  (2) 
1% 
5 
5_ 

431 

,500(4) 

100% 

455 

,000 

100% 

557 

,720 

11% 
$157 

611 

,010 
76% 

$179 

3% 
4% 

Historical  Demand  Analysis 


Demand  Segment 
Commercial/ Individual 
Group  Meetings 
Discretionary 

Total 

Available  Room  Nights 

Occupancy  Percent 

Estimated  ADR  (3) 

NOTE:  (1)  Estimated  year-end  1990. 

(2)  CAG:   Compound  Annual   Growth. 

(3)  Average  Daily  Rate. 

(4)  Reflects  partial   year  of  operation  at  the  Boston  Harbor  Hotel. 
Totals  may  not  add  due  to  rounding. 

Overall  accommodated  demand  is  expected  to  reflect  moderate  growth  at  a  compound 
annual  rate  of  approximately  2.6  percent  between  1988  and  1990.  During  the  same  period 
available  supply  increased  3.1  percent.  The  market's  slow  growth  and  the  additions  to  the 
competitive  supply  resulted  in  the  market  occupancy  dropping  from  approximately  77 
percent  in  1988  to  76  percent  in  1990. 

Seasonality  of  Demand 

Overlapping  seasonality  is  one  of  the  keys  to  the  strength  of  the  lodging  demand  within  the 
downtown  Boston  market.  Accordingly,  demand  for  hotel  accommodations  retlect  only 
moderate  patterns  of  peaks  and  valleys  by  the  time  of  the  year  and  by  the  day  of  the  week. 
The  peak  season  for  demand  is  during  the  months  of  April,  May,  June,  July,  August, 
September,  and  October.  During  these  months,  commercial  travelers,  conventioneers,  and 
tourists,  collectively  generate  a  significant  amount  of  demand.  The  months  of  January, 
February,  March,  November,  and  December  constitute  the  shoulder  season,  during  which 
hotels  accommodate  commercial  individual  and  group  meetings. 

The  demand  for  hotel  accommodations  also  reflect  patterns  by  day  of  the  week.  The 
busiest  days  are  Tuesday,  Wednesday  and  Thursday  due  to  commercial  individual  travelers 
and  conventioneers  visiting  the  area.  The  slowest  days  are  Sunday  and  Monday;  however, 
conventioneers  offset  these  days  during  the  peak  months.  Fridays  and  Saturdays  are  busy 
during  the  Spring,  Summer,  and  Fall  months,  and  are  slow  during  the  Winter  months. 
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Unsatisfied  Demand 

During  peak  periods  of  demand,  many  individual  travelers  and  groups  desiring  luxury 
accommodations  in  the  downtown  Boston  lodging  market  are  required  to  use  alternative 
hotels  due  to  lack  of  capacity  in  the  market.  In  addition,  a  certain  percentage  postpone  or 
cancel  their  travel  plans  to  Boston.  In  1990,  with  the  high  number  of  city-wide  conventions, 
trade  shows,  and  special  events,  a  significant  amount  of  unsatisfied  demand  occurred. 
Based  on  our  analysis  of  the  competitive  supply,  unsatisfied  demand  is  expected  to 
represent  32,000  room  nights  of  commercial  individual,  12,000  room  nights  of  group 
meetings  and  18,000  room  nights  of  discretionary  traveler  demand,  totalling  approximately 
62,000  room  nights  in  1990.  This  is  equivalent  to  approximately  13  percent  of  the 
accommodated  room  nights  in  the  competitive  supply.  In  1991,  we  estimate  total  unsatisfied 
demand  will  decline  due  to  the  decreased  number  of  city-wide  conventions.  With  additions 
to  supply,  unsatisfied  demand  is  expected  to  decrease  to  7,600  room  nights  by  1996. 

Induced/Latent  Demand 

Induced  demand  is  defined  as  new  sources  of  demand  created  by  the  combined  effects  of 
the  marketing  efforts  and  chain  affiliation  of  new  hotels,  as  well  as  the  addition  of  new, 
high-quality  hotels  that  fulfill  consumer  needs  not  previously  met  by  the  existing  supply. 
For  example,  a  new  hotel  with  unique  facilities,  amenities  or  services,  such  as  the 
orientation  of  the  subject  Custom  House  Inter-Continental  Hotel,  is  expected  to  induce  new 
demand  into  the  market  area  that  did  not  previously  consider  Boston  as  a  preferred 
destination.  Induced  demand  was  included  in  our  estimates  of  future  demand  growth,  which 
are  discussed  in  the  following  section  of  this  report.     • 

Demand  Segmentation  and  Estimated  Demand  Growth 

The  following  paragraphs  briefly  describe  each  major  demand  segment  and  our  rationale 
for  estimating  future  growth  in  demand.  A  full  presentation  of  our  supply  and  demand 
analysis  is  presented  as  Appendix  D  of  this  report. 

Commercial  Individual  Travelers 

The  commercial  individual  demand  segment  consists  of  visitors  to  area  insurance,  banking, 
law,  accounting,  and  other  professional  firms  located  in  downtown  Boston.  The  commercial 
individual  segment  is  the  base  of  business  for  the  competitive  supply's,  and  is  estimated  to 
account  for  57  percent  of  the  competitive  supply's  accommodated  demand  in  1990.  The 
commercial  individual  segment  is  a  highly  sought-after  segment  of  business  for  the 
competitive  hotels. 

The  downtown  office  market  exhibited  major  growth  between  1984  and  1989,  increasing  at 
a  9.8  compound  annual  rate.  During  this  period  approximately  15  million  square  feet  of 
new  and  rehabilitated  office  space  was  added  to  the  market.  With  approximately  25.5 
million  square  feet  as  of  first  quarter  1990,  the  Financial  District  contains  over  63  percent 
of  the  total  office  space  in  the  downtown  market.  Despite  the  slowdown  in  the  regional 
economy,  approximately  2  million  and  1  million  square  feet  of  office  space  will  be  added 
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to  the  downtown  market  in  1990  and  1991,  respectively.  The  downtown  market  is  expected 
to  absorb  approximately  1.1  million  and  1.3  million  square  feet  in  1990  and  1991, 
respectively.  The  growth  in  office  space  has  supported  the  growth  in  accommodated 
demand  in  this  segment. 

Between  1987  through  1990,  we  estimate  total  accommodated  demand  in  the  commercial 
individual  segment  increased  approximately  one  percent.  In  1990  there  was  a  large  amount 
of  unsatisfied  demand  in  this  segment,  as  a  result  of  strong  city-wide  convention  activity. 
Many  business  travelers  were  forced  to  seek  alternative  accommodations  during  peak 
periods  of  demand. 

With  less  city-wide  conventions  and  the  deteriorating  level  of  corporate  travel  expenditures 
in  Boston,  commercial  individual  demand  is  expected  to  decrease  in  1991,  gradually 
increasing  in  1992  through  1998.  By  1995,  the  Harbor  Tunnel  and  transit  projects  linking 
the  city  and  Logan  International  Airport  will  be  complete,  as  will  new  telecommunications 
facilities.  These  infrastructure  improvements  should  stimulate  the  economy  that  will  likely 
be  well  entrenched  in  strong  international  trade  resulting  by  firm  links  to  the  European 
Community.  Office  development  is  expected  to  continue,  although  at  a  more  moderate 
rate. 

Demand  for  hotel  accommodations  is  expected  to  grow  at  a  more  conservative  rate  during 
the  next  few  years.  We  estimate  that  commercial  individual  demand  will  grow  at  a  4.5 
percent  compound  annual  rate,  during  the  period  1990  through  1998.  This  demand  growth 
is  expected  to  include  significant  absorption  of  unsatisfied  demand  by  the  new  hotels 
entering  the  market,  as  well  as  approximately  20,600  room  nights  of  induced  demand. 

Group  Meetings 

The  group  meetings  demand  segment  includes  corporate  board  meetings,  training  and 
seminar  programs;  national,  regional  and  state  association  meetings;  city-wide  conventions; 
trade  shows,  religious  programs,  tour  groups,  social  and  fraternal  gatherings  and  other 
miscellaneous  functions. 

The  majority  of  the  group  meeting  demand  in  the  competitive  supply  is  generated  by 
insurance,  banking,  law,  accounting,  and  other  related  professional  firms  located  in 
downtown  Boston.Throughout  the  year,  area  insurance,  banks,  law  and  accounting  firms,  in 
addition  to  recent  influx  of  government  regulators,  hold  seminars  and  meetings. 

The  typical  corporate  group  meeting  consists  of  15  to  25  guest  rooms  with  25  to  50  meeting 
attendees.  The  average  length  of  stay  for  most  group  meetings  is  two  days.  Large  social 
functions  such  as  benefits  and  weddings  generate  group  demand  during  the  weekends.  City- 
wide  and  other  conventions  are  accommodated  primarily  in  the  first-class  hotels  located  in 
the  Back  Bay  area.  A  limited  amount  of  group  meetings  demand  accommodated  by  the 
competitive  supply  is  directly  related  to  conventions  held  at  the  Hynes  Convention  Center. 
Instead,  city-wide  conventions  exert  pressure  on  the  entire  market,  boosting  the 
performance  of  all  hotels. 
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With  aggressive  marketing  initiatives  by  the  competitive  hotels  towards  the  group  market, 
and  pressure  from  city-wide  conventions,  demand  has  increased  five  percent,  compounded 
annually,  from  1987  through  1990.  In  1990,  the  group  meetings  segment  is  expected  to 
account  for  20  percent  of  the  competitive  supply's  total  accommodated  demand. 

The  level  of  corporate  and  social  travel  expenditures  and  the  forecasted  level  of  city-wide 
conventions  are  e.xpected  to  result  in  a  decrease  in  group  meetings  segment  in  1991.  In 
1992,  the  amount  of  demand  in  this  segment  is  expected  to  increase  with  the  anticipated 
improvement  in  the  regional  and  changing  world  economy,  in  addition  to  the  competitive 
supply's  continued  aggressive  marketing  towards  group  meetings.  This  segment  of  demand 
is  expected  to  reflect  the  largest  percentage  growth,  increasing  at  approximately  7.3  percent, 
compounded  annually,  during  the  period  1990  through  1998.  This  demand  growth  is 
expected  to  include  significant  absorption  of  unsatisfied  demand  by  new  hotels  entering  the 
market.  Additionally,  our  demand  analysis  includes  an  induced  demand  component,  totaling 
36,900  room  nights  "in  1998. 

Discretionary  Travelers 

• 

The  discretionary  demand  segment  includes  individuals,  couples,  and  families  vacationing 
in  Boston  or  traveling  for  other  business  related  reasons,  as  well  as  participants  in  special 
promotions  and  packages.  This  segment  is  expected  to  represent  approximately  23  percent 
of  the  accommodated  demand  in  1990.  Boston  has  a  strong  discretionary  and  leisure 
market,  attracting  visitors  from  the  East  Coast,  United  States,  Asia  and  Europe.  Boston's 
most  prominent  attractions  are  the  Freedom  Trail,  and  the  New  England  Aquarium.  The 
Freedom  Trail  and  New  England  Aquarium  are  both  within  walking  distance  of  the 
proposed  Custom  House  Inter-Continental  Hotel.  Museums,  theatres  and  exclusive  shops 
located  along  Newbury  Street  in  the  Back  Bay  area  are  also  attractive  to  out-of-town 
visitors. 

Tourism  activity  in  Boston  exhibits  strong  seasonality,  dependant  on  the  weather  conditions 
in  the  Northeast.  Peak  season  extends  from  June  to  September.  Weekends  constitute  the 
busiest  days,  and  hotels  often  sell-out  on  a  daily  basis  during  the  summer  months.  Although 
Boston  is  an  attractive  destination  for  domestic  travelers,  the  number  of  international 
visitors  has  exhibited  significant  growth  over  the  last  few  years,  increasing  roughly  10 
percent  annually  between  1986  through  1989.  Several  city  and  state  organizations,  in 
addition  to  tourism-related  businesses,  have  initiated  a  major  campaign  to  promote  Boston 
to  international  travelers.  This  program  is  important,  as  the  Massachusetts'  tourism  budget 
has  been  cut  as  part  of  the  states  budget  deficit  and  fiscal  problems. 

Total  accommodated  demand  in  the  discretionary  segment  increased  approximately  five 
percent,  compounded  annually,  between  the  years  1987  and  1990.  During  peak  periods  of 
demand,  many  discretionary  travelers  are  unable  to  secure  accommodations  in  the 
competitive  supply.  The  economic  difficulties  of  the  state  and  region  have  created  a  great 
deal  of  negative  publicity,  affecting  tourism  activity.  Tourism  officials  indicate  visitation  has 
decreased  roughly  three  percent  in  1990  over  1989  figures.  Although  the  level  of  visitation 
has  decreased  in  1990,  the  competitive  hotels  have  not  been  impacted  due  to  the  depth  of 
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demand  in  the  segment.  Based  on  our  interviews  with  management  of  the  competitive 
hotels,  weetcend  occupancies  have  remained  strong. 

Although  the  level  of  domestic  travel  e.xpenditures  is  expected  to  remain  slow,  international 
travel  is  expected  to  continue  to  increase.  Between  the  years  1990  and  1998,  discretionary 
demand  is  expected  to  grow  approximately  5.5  percent,  compounded  annually.  Similar  to 
the  commercial  and  group  meetings  segments,  the  discretionary  demand  growth  is  attributed 
to  the  absorption  of  unsatisfied  demand  by  new  hotels  entering  the  market,  and 
approximately  12,900  room  nights  of  induced  demand. 

Future  GroNvth  of  Competitive  Rooms  Supply  and  Demand 

As  mentioned  previously,  our  analysis  of  future  growth  in  supply  and  demand  for  the 
defined  competitive  supply  is  presented  as  Appendix  E  of  this  report.  The  following  table 
summarizes  our  estimate  of  the  future  relationship  between  room  nights  occupied  and  room 
nights  available,  as  well  as  the  resultant  market  area  occupancies. 

SUPPLY  AND  DEMAND  VARIANCE  ANALYSIS 


Estimated 

Variance 

Est 

imated  Annual 

Year 

Demand  (1) 

SuddI y 

(1) 

Mar 

ket  Occuoancv 

1989 

-3.8% 

0/ 

-  /o 

74% 

1990 

3.1 

- 

76 

1991 

-6.3 

- 

71 

1992 

3.0 

. 

•  74 

1993 

3.5 

- 

76 

1994 

23.5 

40.0 

67 

1995 

4.9 

- 

70 

1996 

7.4 

12.8 

67 

1997 

4.7 

- 

70 

1998 

3.9 

- 

73 

Note:    (1)    Based  on  occupied   (demand)    and   available   (supply)    room 
nights. 
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ESTI^UTED  PERFORMANCE  OF  THE  PROPOSED  CUSTOM  HOUSE 
INTER-CONTINENTAL  HOTEL 


Competitive  Attributes  Analysis 

Average  annual  occupancy  and  average  rates  for  the  proposed  340-room  Custom  House 
Inter-Continental  Hotel  have  been  estimated  for  the  period  January  1,  1994  through 
December  31,  1998.  In  estimating  the  future  operating  potential  of  the  proposed  hotel,  its 
attributes  were  evaluated  in  relation  to  the  competition.  A  summary  of  this  analysis  is 
presented  below. 

Visihilitv  and  Accessibility  -  The  visibility  and  landmark  status  of  the  Custom  House 
Tower  provide  the  hotel  with  unprecedented  exposure,  considered  a  significant 
competitive  advantage.  Although  other  competitive  properties  feature  unique 
physical  characteristics,  none  encompass  the  historic,  architectural,  and  visual 
attributes  afforded  the  Custom  House  Tower. 

Location  -  The  proposed  Custom  House  Inter-Continental  Hotel  will  be  in  close 
proximity  to  Logan  International  Airport,  via  taxi,  subway,  or  the  Massport  Water 
Shuttle.  More  importantly,  the  hotel  is  within  walking  distance  to  the  Financial 
District,  Government  Center,  waterfront,  and  is  adjacent  to  Faneuil  Hall 
Marketplace,  a  major  tourist  attraction.  The  Four  Seasons  and  Ritz-Carlton,  located 
across  town  in  the  Back  Bay,  are  considered  inconvenient  to  the  airport  and 
Financial  District,  especially  during  the  congested  rush  hour  periods.  The  proposed 
hotel  will  have  a  locational  competitive  advantage  over  the  Four  Seasons  and  Ritz- 
Carlton  in  capturing  commercial  business. 

The  Back  Bay/Newbury  Street  area  is  perceived  as  the  most  exclusive  shopping  and 
residential  area  of  Boston.  Traditionally,  the  Four  Seasons  and  Ritz-Carlton  have 
a  competitive  advantage  in  attracting  the  most  discriminating  luxury  travelers. 
However,  the  proposed  Custom  House  Inter-Continental  Hotel  has  the  greatest 
diversity  in  terms  of  location. 

Although  the  depression  of  the  Central  Artery  is  not  within  the  period  of  our 
analyses,  it  is  important  to  note  that  construction  will  likely  affect  hotel  business  in 
the  downtown  area.  Any  impact  associated  with  construction  will  be  equally  shared 
by  other  downtown  properties,  creating  strong  opportunity  for  the  uptown  hotels. 
Once  the  Central  Artery  project  is  completed,  the  vehicular  movement  and 
appearance  of  the  area  is  expected  to  improve,  providing  the  proposed  Custom 
House  Inter-Continental  Hotel  with  excellent  long-term  potential. 

In  summary,  the  site's  locational  advantages  include  its  proximity  to  the  airport, 
Financial  District,  Government  Center,  and  convenient  location  to  Faneuil  Hall 
Marketplace.  All  of  these  factors  will  make  the  hotel  attractive  to  the  commercial 
individual,  group  meetings  and  discretionary  traveler  segments  of  demand.  However, 
the  competitive  advantages  inherent  to  the  Back  Bay  relative  to  the  Financial  District 
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and  Waterfront  markets,  should  continue  to  attract  the  more  upscale  travelers, 
enabling  the  uptown  properties  to  collectively  achieve  a  higher  average  room  rate. 

Facilities  and  Services  ■  The  proposed  Custom  House  Inter-Continental  Hotel  would 
provide  the  marketplace  with  a  unique  luxury  lodging  facility.  Guest  rooms  would 
be  spacious  and  attractively  decorated,  in  keeping  with  Inter-Continental's  luxury 
standards.  The  proposed  hotel  would  feature  three  restaurants,  two  lounges,  a  total 
of  14,660  square  feet  of  banquet  and  meeting  space,  and  an  appropriate  amount  of 
pre-function  space.  A  number  of  the  food  and  beverage  outlets  and  banquet  and 
meeting  rooms  would  be  situated  in  historic,  but  functional  areas  of  the  rehabilitated 
buildings,  creating  a  unique  ambiance  for  guests.  The  amenities  planned  are 
consistent  with  Inter-Continental's  laxury  standards,  and  the  demands  of  the  hotel's 
target  market  segments. 

Chain  AfUliation  -  Inter-Continental  Hotel  Corporation  (IHC)  is  a  luxury  chain  of 
106  existing  hotels  with  various  other  projects  under  development.  In  terms  of 
exposure,  IHC  operates  hotels  in  46  countries  around  the  world,  and  is  recognized 
as  a  leader  in  laxury  accommodations.  IHC's  strong  brand  recognition  will  be  a 
competitive  advantage  in  capturing  the  increasing  number  of  international  travelers 
visiting  Boston.  Similarly,  the  Inter-Continental  chain  operates  10  domestic 
properties,  including  Washington,  D.C.  and  New  York  City,  providing  the  proposed 
hotel  with  strong  international  and  domestic  brand  recognition.  Compared  to  both 
the  competitive  independent  and  chain-affiliated  properties,  the  proposed  Inter- 
Continental  hotel  will  have  a  competitive  advantage  due  to  the  chain's  domestic  and 
international  exposure. 

Penetration  Analysis 

Performance  estimates  for  the  proposed  Custom  House  Inter-Continental  Hotel  include  a 
comparative  analysis  of  the  market  penetration  rates  of  the  hotels  in  the  competitive  supply. 
This  analysis  is  based  on  the  concept  of  premiums  or  discounts  to  fair  market  share.  A 
hotel's  fair  share  of  market  demand  is  equal  to  the  number  of  rooms  in  the  hotel  divided 
by  the  number  of  total  rooms  available  in  the  competitive  supply.  For  example,  a  100- 
room  hotel  in  a  competitive  supply  of  1,000  rooms  would  represent  10  percent  of  the 
market's  rooms  supply;  therefore,  its  fair  share  of  market  demand  would  be  10  percent.  A 
hotel  that  is  able  to  capture  its  fair  share  of  market  demand  is  said  to  have  a  market 
penetration  of  100  percent.  A  hotel  with  a  market  penetration  rate  in  excess  of  or  lower 
than  100  percent  is  likely  to  be  considered  more  or  less  favorably  by  the  consumer. 

The  table  on  the  next  page  presents  estimated  1990  market  penetration  by  demand  segment 
for  the  hotels  in  the  competitive  supply: 
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COMPARABLE  PENETRATION  RATE  ANALYSIS 

CUSTOM  HOUSE  INTER-CONTINENTAL  HOTEL 

BOSTON  MASSACHUSETTS 


Commercial 

Meeting 

Prooertv 

Individual 
122% 

Groups 
50% 

Di  scretionary 
87% 

Total 

Bostonian  Hotel 

100% 

Boston  Harbor  Hotel 

102 

45 

97 

89 

Four  Seasons  Hotel 

100 

155 

68 

104 

Marriott  Long  Wharf 

84 

139 

155 

111 

Hotel  Meridien 

105 

88 

65 

93 

Ritz-Carlton  Hotel 

102 

73 

105 

97 

The  table  above  illustrates  the  comparative  strengths  and  weaknesses  of  the  proposed 
hotel's  major  competitors  from  a  market  penetration  perspective.  All  competitive 
properties,  except  for  the  Marriott  Long  Wharf,  are  expected  to  achieve  a  penetration  rate 
at  or  slightly  in  excess  of  their  fair  share  of  the  commercial  individual  segment.  The  Boston 
Harbor  Hotel,  Four  Seasons,  Meridien,  and  Ritz-Carlton  are  expected  to  achieve  similar 
penetration  rates,  ranging  from  100  percent  to  106  percent,  in  the  commercial  individual 
segment  in  1990.  This  illustrates  that  the  competitive  supply  is  well  balanced  in  terms  of 
the  comparative  strengths  or  weaknesses  affecting  the  capture  of  commercial  individual 
demand.  At  122  percent,  the  Bostonian  is  expected  to  have  the  strongest  penetration  in  the 
commercial  individual  market  in  1990.  At  155  percent  and  139  percent,  respectively,  the 
Four  Seasons  and  Marriott  Long  Wharf  are  expected  to  achieve  in  excess  of  the  their  fair 
share  of  group  meetings  demand.  The  Four  Seasons,  with  12,100  square  feet  of  meeting 
space  was  the  first  competitive  hotel  to  aggressively  market  towards  group  meetings 
business.  The  Bostonian  and  Boston  Harbor  Hotel  have  a  limited  amount  of  conference/ 
meeting  space,  mitigating  their  ability  to  capture  their  fair  share  of  group  meetings  demand. 
At  155  percent,  the  Marriott  Long  Wharf  is  expected  to  have  the  strongest  penetration  in 
the  discretionary  traveler  segment  in  1990.  This  is  attributed  to  the  Marriott's  waterfront 
location,  strong  chain  recognition  and  Honored  Guest  Award  Program.  The  Ritz-Carlton 
is  the  only  luxury  property  e.xpected  to  achieve  in  excess  of  its  fair  share  of  discretionary 
traveler  demand  in  1990,  illustrating  its  competitive  advantage  in  capturing  this  segment. 
The  Meridien's  isolated  location  in  the  center  of  the  Financial  District  mitigates  its  ability 
to  penetrate  the  discretionary  traveler  segment.  Each  hotel's  overall  penetration  rate  is  a 
function  of  location,  market  orientation,  facilities,  size,  and  rate  structure. 

The  following  paragraphs  briefly  explain  our  rationale  in  estimating  the  future  market  share 
and  utilization  of  the  proposed  Inter-Continental  hotel.  A  detailed  penetration  analysis  is 
presented  as  Appendix  E  in  our  report.  Our  analysis  assumes  the  hotel's  first  full  year  of 
operation  will  be  1994. 

Commercial  Individual  Traveler 

We  estimate  the  Custom  House  Inter-Continental  Hotel  will  capture  110  percent  of  its  fair 
market  share  of  commercial  individual  traveler  demand  in  a  representative  year  of 
operation  (1997).  The  demand  captured  in  this  segment  is  estimated  to  comprise 
approximately  51,300  occupied  room  nights  of  the  hotel's  accommodated  demand,  or  56 
percent  of  the  total  accommodated  demand.  The  hotel's  landmark  status  and  facilities, 
location  near  the  airport,  Financial  District,  Government  Center,  Faneuil  Hall  Marketplace, 
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should  make  it  ver^  popular  with  business  travelers  and  enable  it  to  achieve  more  than  its 
fair  share  of  commercial  demand. 

Group  Meetings 

The  Custom  House  Inter-Continental  Hotel  is  estimated  to  capture  90  percent  of  its  fair 
market  share  of  the  group  meeting  demand  by  1997.  The  demand  captured  in  this  segment 
is  estimated  to  comprise  approximately  18,100  occupied  room  nights  of  the  hotel's  total 
accommodated  demand,  or  20  percent  of  the  total.  Group  meeting  demand  is  expected  to 
be  generated  by  the  banks,  law  and  accounting  firms  located  in  Financial  District,  in 
addition  to  executive  groups  attracted  to  Boston  as  a  destination.  The  proposed  hotel 
would  include  14,660  square  feet  of  banquet  and  meeting  space,  representing  the  largest 
amount  of  space  in  the  competitive  supply, 

Discretionnrv  Travelers 

The  Custom  House  Inter-Continental  Hotel  is  estimated  to  capture  112  percent  of  its  fair 
market  share  of  the  group  segment  demand  in  a  representative  year  of  operation  (1997). 
The  demand  captured  in  this  segment  is  expected  to  comprise  22,700  room  nights  of  the 
hotels  total  accommodated  demand.  This  accounts  for  25  percent  of  the  total 
accommodated  demand  in  that  year.  The  hotels  landmark  status  and  location  adjacent  to 
Faneuil  Hall  will  play  a  significant  role  in  the  strong  capture  of  this  demand. 

Estimated  Average  Room  Rates 

The  competitive  hotels  have  varying  room  rate  structures  and  strategies  to  maxirhize  the 
achieved  average  rate  and  average  occupancy  yield.  Hotels  update  published  rates  annually 
depending  on  the  strength  and  characteristics  of  demand.  The  competitive  properties  also 
apply  rate  premiums  to  rooms  which  feature  special  characteristics  or  services.  Based  on 
the  exclusivity  available  from  the  Custom  House  Tower,  an  advertised  premium  of  $100 
over  the  Board  of  Trade  Building  was  applied  to  those  rooms  in  the  building.  The 
following  table  presents  our  recommended  average  published  room  rate  structure  for  the 
proposed  Custom  House  Inter-Continental  Hotel  by  room  location,  stated  in  constant  1990 
dollars. 

RECOMMENDED  PUBLISHED  RATE  STRUCTURE 
PROPOSED  CUSTOM  HOUSE   INTER-CONTINENTAL  HOTEL 


Custom  House 
Single  Double 

$295  -  $315 
215  -  235 
205  -  225 
205  -  205 

Board  of  Trade 
Building 

Demand  Segment 

Advertised 

Discounted  Corporate 
Meeting  Groups 
Discretionary  Travelers 

Single  Double 

$195  -  $215 
170  -  190 
160  -  180 
150  -  150 

On  the  basis  of  the  recommended  rate  structures,  as  well  as  the  estimated  volume  and  mLx 
of  business  by  demand  period,  we  estimate  the  proposed  hotel  should  achieve  an  average 
room  rate  of  approximately  $194.00  in  constant  1990  dollars  during  a  representative  year 
of  operation  at  74  percent  occupancy.   An  average  rate  premium  of  approximately  $6().00 
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is  expected  to  be  achieved  by  the  rooms  located  in  the  Custom  House  Tower  over  those 
in  the  Board  of  Trade  Building. 

The  following  table  presents  our  estimates  of  demand  segmentation,  occupancy,  and  average 
room  rate  for  the  Custom  House  Tower  and  Board  of  Trade  Building  in  a  representative 
year.  Our  average  room  rate  analysis  is  presented  in  more  detail  in  Appendix  F  of  this 
report. 

ESTIMATED  OCCUPANCY.    AVERAGE  ROOM  RATE.    AND  DEMAND  SEGMENTATION 


PROPOSED  CUSTOM  HOUSE  INTER-CONTINENTAL  HOTEL 

Custom  House 

Percentage  of 
Accommodated 
Demand  Segment              Demand 

Tower 

Occupied 

Rooms 

19,500 
1,500 
7,200 

28,300 

Average 
Room  Rated) 

Commercial  Individual          59% 
Group  Meetings               6 
Discretionary               25 

Total                 100% 

$  236.00 
239.00 
248.50 

$  239.50 

Demand  Segment 

Commercial    Individual 
Group  Meetings 
Discretionary 

Total 


Board  of  Trade  Building 

Percentage  of 
Accommodated 
Demand 

50% 

26 

24 

100% 


Occupied 
Rooms 


53,900 


(1)   Stated  in  constant  1990  dollars. 


Average 
Room  Rated) 


31, 

,800 

$ 

176, 

.00 

15, 

,500 

173, 

.00 

15. 

,600 

169, 

.00 

$  173.50 


The  paragraphs  below  briefly  discuss  each  market  segment  and  the  rate  analysis  and 
estimates  for  each  building  made  in  Appendix  F. 

Custom  House  Tower 

Commercial  Individual  Travelers  -  The  estimated  overall  average  rate  for  this 
segment  is  S236.  We  estimate  that  roughly  75  percent  of  the  commercial  demand 
will  be  at  discounted  rates.  At  an  advertised  rate  of  S295,  the  majority  of  the  rooms 
in  the  Custom  House  Tower  are  priced  to  compete  with  the  Ritz-Carlton  Club  and 
"Four  Seasons"  type  rooms.  The  average  rate  for  commercial  discounted  business 
is  estimated  at  $216.  Typically,  discounted  commercial  rates  are  negotiated  rates 
with  local  corporate  accounts  based  on  the  agreement  to  generate  a  designated 
volume  of  room  nights  in  a  given  period.  Although  the  level  of  rate  sensitivity  is 
expected  to  increase,  due  to  a  decrease  in  corporate  travel  expenditures,  we  are  of 
the  opinion  that  the  limited  number  and  unique  feature  of  the  Custom  House  Tower 
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rooms  would  support  the  proposed  rate  structure.  Based  on  our  interviews  with  the 
competitive  hotels,  significant  rate  premium  opportunities  exist  for  superior  rooms 
and  suites.  It  is  estimated  that  these  rooms  will  be  in  high  demand  by  top  executives 
of  the  banking,  law  and  accounting  firms  located  in  downtown  Boston. 

Group  Meetings  -  This  segment  of  demand  is  expected  to  accounts  for  only  six 
percent  of  the  accommodated  business  in  the  Custom  House  Tower.  The  overall 
average  rate  of  this  segment  is  estimated  to  be  S239,  and  we  estimate  over  80 
percent  of  the  accommodated  demand  in  this  segment  is  in  the  discounted  category. 
The  market  orientation  and  limited  number  of  rooms  in  the  Custom  House  Tower 
eliminates  the  need  to  offer  heavily  discounted  rates  to  the  group  segment. 
Accordingly,  the  corporate  individual  and  group  meetings  rates  are  expected  to  be 
the  same.  The  majority  of  the  group  meetings  demand  is  expected  to  consists  of  top 
executives  accompanied  by  their  spouses,  therefore,  we  estimate  that  roughly  80 
percent  of  the  total  accommodated  demand  in  this  segment  will  be  at  double 
occupancy. 

Discretionary  Travelers  -  The  estimated  overall  average  rate  for  this  segment  is 
S248.50.  Discretionary  travel  in  Boston  is  strong  throughout  the  year.  The  heaviest 
concentration  is  during  Friday  and  Saturday  nights,  and  throughout  the  summer 
months.  The  limited  number  and  special  features  of  the  Custom  House  Tower 
rooms,  in  addition  to  the  hotels  location  adjacent  to  restaurants,  shopping  and 
attractions  should  enable  those  rooms  to  charge  a  premium.  Approximately  60 
percent  of  the  discretionary  business  is  estimated  to  be  in  the  discounted  category, 
and  roughly  95  percent  is  expected  to  be  at  double  occupancy. 

Board  of  Trade  Building 

Commercial  Individual  TraveleTs  -  The  estimated  average  rate  for  this  segment  is 
S176.  We  estimate  that  approximately  80  percent  of  the  commercial  demand  will 
be  at  discounted  rates.  At  a  discounted  rate  of  $170,  the  rooms  in  the  Board  of 
Trade  Building  are  priced  to  compete  with  the  corporate  rates  of  the  competitive 
hotels.  The  average  rate  of  commercial  discounted  business  is  estimated  at  S171. 
Discounted  commercial  rates  are  negotiated  rates  with  local  corporate  accounts 
based  on  the  agreement  to  generate  a  designated  volume  of  room  nights  in  a  given 
period.  This  commercial  individual  segment  is  increasingly  competitive  in  Boston, 
therefore  rate  premiums  are  difficult  to  achieve. 

Group  Meetings  -  This  segment  of  demand  is  expected  to  accounts  for  26  percent 
of  the  hotel's  total  accommodated  business.  The  overall  average  rate  of  this  segment 
is  estimated  to  be  $173,  and  we  estimate  over  86  percent  of  the  accommodated 
demand  in  this  segment  is  in  the  discounted  category.  Compared  to  the  Custom 
House  Tower,  the  group  meetings  demand  accommodated  in  the  rooms  in  the  Board 
of  Trade  Building  are  expected  to  be  larger  in  size;  however,  we  estimate  that 
roughly  40  percent  of  the  total  accommodated  demand  in  this  segment  will  be  at 
double  occupancy.  With  the  decreased  level  of  corporate  travel  expenditures,  most 
of  the  competitive  hotels  are  focusing  on  increasing  group  meeting  demand  to 
maintain  occupancy.    Most  are  offering  discounted  rates  to  attract  business. 
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Discretionary  Travelers  -  The  estimated  overall  average  rate  for  this  segment  is 
approximately  $  169.  Despite  the  synergy  of  the  entire  project  and  the  hotels  location 
adjacent  to  Faneuil  Hall  Marketplace;  the  rooms  in  the  Board  of  Trade  Building  will 
require  a  higher  level  of  discounting  to  capture  discretionary  travelers.  Approximately 
70  percent  of  the  discretionary  business  is  estimated  to  be  in  the  discounted  category, 
and  roughly  95  percent  is  expected  to  be  at  double  occupancy. 

The  following  table  summarizes  our  estimated  combined  average  room  rates  for  the 
proposed  Custom  House  Inter-Continental  Hotel  in  current  (inflated)  dollars  for  the  first 
five  years  of  operation. 

Based  on  the  strong  level  of  consumer  loyalty  and  the  increasing  level  of  competitiveness 
among  hotels,  we  have  included  a  ten  and  five  percent  introductory  discount  in  the  first  and 
second  years  of  operation. 

ESTIMATED   INFLATED  AVERAGE  ANNUAL  ROOM  RATES 
PROPOSED  CUSTOM  HOUSE   INTER-CONTINENTAL  HOTEL 

Average 
Year  Room  Rate   (1) 

1994  $214.00 

1995  237.00 

1996  252.00 

1997  275.00 

1998  289.00 

(1)       Rounded  to  the  nearest  $0.50,  in  inflated  values. 
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ESTIMATED  OPERATING  RESULTS 

Estimates  of  income  and  expenses  in  current  value,  or  inflated  dollars  have  been  prepared 
for  tlie  subject  hotel  during  a  representative  year  and  for  the  analysis  period,  January  1, 
1994  to  December  31,  1998.  The  estimated  operating  results  are  based  on  the  hotel's 
estimated  occupancy  and  average  room  rate,  the  operating  results  of  similar  properties,  and 
our  knowledge  of  industry  operating  data.  This  analysis  assumes  that  the  subject  facility  will 
be  completely  renovated  to  a  luxury  level  and  competently  managed  and  marketed 
throughout  the  period  of  analysis.  The  estimated  operating  results  statements  of  cash  flow 
before  debt  service  and  income  ta.\es  are  presented  as  Appendix  G  in  this  report. 

The  following  paragraphs  briefly  describe  the  assumptions  and  bases  of  our  estimates. 

Inflation 

An  inflation  assumption  of  five  percent,  compounded  annually  from  a  base  year  of  1990, 
was  included  in  these  estimated  operating  results.  However,  all  references  in  this  section 
are  in  uninflated  1990  dollars  unless  otherwise  indicated. 

Revenues 

Rooms  Revenue  was  based  on  the  estimates  of  average  annual  occupancy  and  room  rates 
described  previously  in  this  report. 

Food  Revenue  was  derived  from- estimated  sales  of  food  and  non-alcoholic  beverages  to 
hotel  guests  and  walk-in  patrons  in  the  restaurant  facilities,  as  well  as  room  service  and 
banquet  and  catering  functions.  Our  estimates  are  based  on  an  analysis  of  food  sales  at 
competitive  hotels  on  a  per  occupied  room  basis.  Total  food  revenue,  at  a  representative 
year  occupancy  of  74  percent,  was  estimated  to  be  approximately  S9.3  million,  or  SlOl  per 
occupied  room.  Outside  or  walk-in  patrons  will  comprise  an  estimated  60  percent  of  this 
business.  Our  analysis  includes  assumptions  of  the  buildup  of  capture  ratios  by  the  food 
and  beverage  outlets  and  banquet  and  catering  functions.  Revenue  estimates  were  based 
on  business  volume  currently  being  achieved  in  comparable  luxury  hotels  in  Boston.  Total 
food  revenue  was  adjusted  for  occupancy  level  during  each  year  in  the  analysis  period. 

Beverage  Revenue  was  derived  from  estimated  sales  of  all  alcoholic  beverages  in  the 
restaurant  facilities,  room  service,  and  banquets  and  catering  functions.  Our  estimates  are 
based  on  an  analysis  of  historical  beverage  sales  on  a  per  occupied  room  basis.  Our 
analysis  includes  assumptions  of  the  buildup  of  capture  ratios  by  the  food  and  beverage 
outlets  and  banquet  and  catering  functions.  Total  beverage  revenue  during  the 
representative  year  was  estimated  to  be  approximately  $3.5  million,  or  $38  per  occupied 
room,  which  is  approximately  38  percent  of  food  revenue.  This  revenue  estimate  was 
adjusted  for  occupancy  level  during  each  year  in  the  analysis  period. 

Telephone  Revenue  was  estimated  based  on  the  performance  of  comparable  properties  in 
Boston.  This  revenue  source  was  estimated  at  $8.00  per  occupied  room  during  the 
representative  year. 
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Other  Operated  Department  includes  income  estimated  to  be  derived  from  overnigtit  guest 
and  visitor  parking  functions.  Other  operated  departments  income  was  estimated  on  the 
experience  of  comparable  properties  in  Boston.  Other  operated  departments  was  estimated 
at  Sl.l  million,  or  S12  per  occupied  room  during  the  representative  year. 

Rental  and  Other  Income.  Net  includes  all  income  estimated  to  be  derived  from  in-room 
movies,  fax  service,  cash  discounts,  concessions,  commissions,  and  interest  income.  Rental 
and  other  income  was  estimated  at  S2.60  per  occupied  room  during  the  representative  year. 

Departmental  Expenses 

Rooms  Department  Expense  was  estimated  on  the  basis  of  the  experience  of  comparable 
properties  in  Boston,  the  operating  characteristics  of  the  proposed  hotel,  and  hotel  industry 
averages.  Rooms  department  labor  costs  include  salaries,  wages,  and  benefits  for  the  front 
desk  and  housekeeping  departments.  Other  rooms  department  operating  expenses  include 
guest  and  paper  supplies,  laundry,  linen,  uniforms,  and  other  items  required  for  the  upkeep 
of  guest  rooms  and  public  areas. 

Rooms  department  expense  was  estimated  based  on  the  historical  levels  of  rooms 
department  expense  at  comparable  properties  operating  in  Boston,  and  our  estimates  of 
occupancy  and  average  rate  over  the  estimation  period.  After  adjustments  for  fixed  and 
variable  costs  at  occupancy  levels  below  the  representative  year,  rooms  expense  was 
estimated  to  range  from  28.7  to  24.9  percent  of  rooms  revenue  from  1994  to  1998. 

Food  and  Beverage  Expense  was  based  on  historical  food  and  beverage  cost  statistics  for 
similar  operations.  Our  estimates  resulted  in  an  84  percent  departmental  expense  ratio  in 
the  representative  year.  This  cost  estimate  was  adjusted  to  account  for  fixed  and  variable 
cost  relationships  throughout  the  analysis  period. 

Telephone  Expense  was  estimated  based  on  the  historical  operating  performance  of  similar 
properties  and  the  assumed  installation  of  state-of-the-art  telephone  equipment  and  call- 
accounting  systems.  This  expense  is  estimated  to  represent  65  percent  of  sales  during  the 
representative  year.  It  has  been  adjusted  for  fixed  and  variable  costs  and  occupancy  levels. 

Other  Operated  Departments  Expense  was  estimated  based  on  the  historical  operating 
performance  of  similar  properties  that  utilize  outside  parking  garages.  This  expense  is 
estimated  to  represent  60.4  percent  of  income  during  the  representative  year.  It  has  been 
adjusted  for  fixed  and  variable  costs  and  occupancy  levels. 

Undistributed  Operating  Expenses 

Administrative  and  General  Expense  was  estimated  on  the  basis  of  comparable  operating 
costs  experienced  at  selected  Inter-Continental  and  other  luxury  properties  in  Boston. 
Included  in  this  category  are  payroll  and  related  expenses  for  the  general  manager,  clerical 
staff,  controller,  and  accounting  staff.  Other  expense,  includes  liability  insurance,  credit 
card  commissions,  legal  and  accounting  fees,  and  miscellaneous  administrative  expenses. 
This  expense  was  estimated  at  approximately  $2.5  million  during  the  representative  year  and 
was  estimated  to  range  from  8.9  percent  of  total  sales  in  1994  to  7.5  percent  of  total  sales 
in  1998. 
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Marketing  Expense  is  bused  on  comparable  operating  statistics  for  similar  luxury  properties. 
The  marketing  expense  includes  payroll  and  related  benefits  for  the  sales  and  marketing 
staff  and  other  expenses,  such  as  agency  fees  and  costs  of  media  advertising,  promotional 
and  related  expenditures.  This  expense  was  estimated  to  be  approximately  Sl.8  million  in 
the  representative  year.  After  adjusting  for  fixed  and  variable  cost  relationships,  this 
expense  is  estimated  to  range  from  6.4  percent  of  total  sales  in  1994  to  5.4  percent  in  1997, 
the  stabilized  year  of  occupancy. 

Management  Fees  Expense  was  estimated  at  three  percent  of  total  revenue  throughout  the 
analysis  period,  based  on  a  contract  agreement  between  The  Beal  Companies  and  Inter- 
Continental.  Subsequent  to  1998,  the  management  fee  increases  to  four  percent  of  total 
revenue. 

Energy  Costs  represent  estimated  expenditures  for  electricity,  fuel,  water,  waste  removal, 
and,  operating  supplies.  Based  on  the  performance  of  comparable  luxury  properties  and 
the  efficient  heating,  ventilation  and  air  conditioning  system  and  energy  management  system 
planned,  this  expense  was  estimated  to  be  approximately  S850,000,  or  $2,500  per  available 
room  in  a  representative  year  in  1990  dollars. 

Property  Operations  and  Maintenance  Expense  was  estimated  based  on  expenses  incurred 
in  similar  operations  and  includes  payroll  and  related  expenses,  as  well  as  other  expenses 
necessary  for  painting,  decorating,  and  repairs  of  the  building,  grounds,  and  equipment. 
This  expense  was  estimated  at  approximately  Si. 5  million,  or  S4,400  per  occupied  room 
during  a  representative  year  in  1990  dollars. 

Fixed  Charges 

Property  Taxes  for  the  subject  hotel  were  estimated  at  $300,800  in  a  representative  year  of 
operation.  According  to  the  Beal  Companies,  the  Custom  House  and  Tower  is  subject  to 
a  "Payment  in  Lieu  of  Taxes"  (PILOT)  in  the  amount  of  $20,000  per  annum,  during  years 
one  through  five,  subsequently  increasing  $20,000  every  five  years  as  established  by  the 
Boston  Redevelopment  Authority.  The  Board  of  Trade  Building  is  ta.xed  on  its  assessed 
market  value  estimated  at  $1,200  per  room  in  1990  dollars. 

Fixed  Rent  was  estimated  at  $61,000  in  a  representative  year  of  operation.  Tlie  rent 
structure,  established  by  the  Boston  Redevelopment  Authority  is  $.50  per  square  foot  of 
space.  The  rent  is  a  fixed  amount  for  years  one  through  five,  then  increase  $.50  per  square 
foot  per  annum. 

Insurance  Fees  on  building  and  contents  against  damage  was  estimated  at  $122,000  in  the 
representative  year.  The  insurance  figure  is  based  on  Inter-Continental  Hotel  Corporation's 
world  wide  plan. 

Reserve  for  Replacement  provides  a  fund  for  the  replacement  of  furniture,  fixtures,  and 
equipment.  The  reserve  was  estimated  to  be  one  percent  of  total  sales  in  1994,  increasing 
to  three  percent  of  total  sales  in  the  third  year  of  operation. 
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Income  from  Qperntinns 

The  estimated  operating  results  for  the  subject  hotel,  to  the  level  of  profit  before  debt 
service,  income  taxes  depreciation  and  other  capital  costs  are  presented  in  the  table  on  the 
following  tor  the  analysis  period  1994  of  1998  in  current  value,  or  inflated  dollars. 

PROFIT  BEFQRF  HPRT   ';FRVTrF 

340-ROOM   INTER-CONTINENTAL  HOTEL 

BOSTON.   MA.<^SArHiKFTT<; 


Year 


Total  Revenue 


1994 

$33,351,000 

1995 

37,682,200 

1996 

42,777,700 

1997 

46,276,200 

1998 

48,513,100 

Profit  Before 
Debt  Service 


Profit  Before 
Debt  Service  Ratio 


S  5,449,700 

15.3% 

7,145,200 

19.0 

9,229,300 

21.6 

10,553,500 

22.8 

11,087,600 

22.8 
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SECTION  IX 
APPENDICES 


PROFILE  OF  COMPETITIVE  LODGING  FACILITIES 


APPENDIX  A 
PAGE  1  OF  2 


•Property  Name 

Address 
Opening  Year 
Number  of  Rooms 
Number  of  Sui  tes 

Rack  Rates  (September,  1990) 
Single 
Double 
Suite 
Corporate 
Group 
Ueel^end  Package 

Market  Segmentation  (1990) 

Conmercial  Individuals 
Group  Meetings 
Discretionary  Travelers 
Total 

Facil i  ties 

Specialty  Restaurant 
Multi -Purpose 
Lounges 

Special  Services 

Concierge  Service 
Health  Club 
Parking 
Room  Service 
Business  Center 

Meeting/Function  Facilities  (Sq.Ft.) 
Total  Meeting  Space 

)       Largest  Function  Room 

Meeting  Space/Guest  Room 

Estimated  Occupancy 


Estimated  A.D.R. 


Note:  (1)  Estimated  Year-End  1990. 


- 

1990 

(1) 

- 

1989 

- 

1988 

- 

1987 

- 

1990 

(1) 

- 

1989 

: 

1988 
1987 

Bostonian 

Boston  Harbor  Hotel 
70  Rowes  Wharf 

Four  Seasons 

North  & 

Blackstone 

200  Boylston 

1982 

1987 

1985 

152 

230 

288 

N/A 

28 

13 

tl70  - 

$210 

$210 

$185  - 

$325 

210  - 

230 

240 

215  - 

355 

230  - 

375 

325 

-  1,125 

500  - 

1,350 

190 

200 

-  230 

205  - 

305 

- 

145 

-  225 

_ 

175  - 

275 

145 

-  185 

150  - 

235 

7  OX 

65X 

55X 

10 

10 

30 

20 

25 

15 

lOOX 

lOOX 

lOOX 

Seasons 

Rowes 

Unarf 

AujQurd 

'hui 

— 

Rowes 

Wharf  Bar 

Bristol 

Atrium 

Harborview  Lounge 

Bristol 

Lounge 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes  -  $20 

Yes  - 

$18 

Yes  -  $16 

Yes  -  24 

hour 

Yes  - 

24  hour 

Yes  -  24  hour 

No 

No 

No 

1,240 

5.500 

9,900' 

1,240 

3,000 

3,700 

8.2 

24.3 

34.4 

76X 

68X 

79X 

73 

70 

74 

73 

75 

76 

77 

64 

74 

$163 

$185 

$186 

162 

188 

177 

166 

175 

160 

158 

174 

142 

PROFILE  OF  COMPETITIVE  LODGING  FACILITIES 


APPENDIX  A 
PAGE  2  OF  2 


/roperty  Name 

Address 
Opening  Year 
Number  of  Rooms 
Number  of  Sui  tes 

Rack  Rates  (September,  1990) 
Single 
Doub1 e 
Sui  te 
Corporate 
Group 
Weekend  Package 

Market  Segmentation  (1990) 

Conmercial/ Individual 
Group  Meetings 
Discretionary  Travelers 
Total 


Faci  ■ 


i  ties 

Specialty  Restaurant 
Mul ti -Purpose 
Lounges 


Special  Services 

Concierge  Service 
Health  Club 
Parking 
Room  Service 
Business  Center 

:onference/Function  Facilities  (Sq.Ft.) 
Total  Meeting  Space 
Largest  Function  Room 
Meeting  Space/Guest  Room 


Estimated  Occupancy 


LStimated  A.D.R. 


lote:  (1)  Estimated  Year-End  1990. 


-  1990 

(1) 

-  1989 

-  1988 

-  1987 

-  1990 

(1) 

-  1989 

-  1988 

-  1987 

Marriot 

t  Long  Wharf 

Hotel 

Men 

dien 

Ritz-Carlton  Hotel 

296  State  Street 

250  Frankl 

in  Street 

15  Arl ington  Street 

1982 

1981 

1927 

400 

326 

278 

15 

22 

48 

$250 
250 
480  - 

$195 

$195  -  $325 

$690 

240 
275 

-  $2. 

000 

235  -  365 
300  -  760 

210  - 

220 

175 

235  -  265 

159 


43X 

25 

32 

lOOX 


Palm  Garden 
Harbor  Terrace 
Rachel 's 


Yes 
Yes 

Yes  -  $17 

Yes  -  6:30  AM-Midnight 

Yes 


12,200 

8.200 

30.5 

85X 
85 
87 
88 

$169 
166 
164 
149 


99 


65X 

19 

16 

lOOX 


Jul ien 
Cafe  Fleuri 
Two 


Yes 

Yes 

Yes  -  $16 

Yes  -  24  hoL. 

Yes 


8.000 

3.000 

24.5 

71X 
65 
70 
72 

$164 
158 

152 
141 


175  -  275 


60X 

15 

25 

100% 


Main  Dining  Room 
Cafe 
Ritz  Bar 


Yes 

Yes 

Yes  -  $18 

Yes  -  24  hour 

No 


9,700 

3.800 

34.9 

74X 
73 
74 
76 

$208 
201 
198 

199 
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